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STATE SOCIETY ACTIVIFIES 


Calendar of Events 


October 4—Regular meeting of the 
Board of Directors. 

October 7—Eighteenth Annual Fall 
Conference—Location: Waldorf- 
Astoria Hotel, Lexington Avenue 
and 49th Street. New York City. 

October 9—8 P.M. Special Techni- 
cal Meeting. Subject: Contingent 
Liabilities and Commitments. Loca- 
tion: Engineering Auditorium, 29 
W. 39th Street, New York City. 

October 16—8 P.M. Special Techni- 
cal Meeting. Subject: Cost Ac- 
counting. Location: Engineering 
Auditorium, 29 W. 39th Street, 
New York City. 

October 23—8 P.M. Special Techni- 
cal Meeting. Subject: Accounting 
Machinery. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 

October 30—8 P.M. Special Techni- 
cal Meeting. Subject: Bankruptcy 
Procedure. Location: Engineering 
Auditorium, 29 W. 39th Street, 
New York City. 

November 6—8 P.M. Special Tech- 
nical Meeting. Subject: Monthly 
Audits. Location: Engineering 
Auditorium, 29 W. 39th Street, 
New York City. 

November 13—8 P.M. Special Tech- 
nical Meeting. Subject: Municipal 
and Local Taxation. Location: 
Engineering Auditorium, 29 W. 
39th Street, New York City. 

November 14—Regular Meeting of 
the Board of Directors. 


November 18—7:45 P.M. Society 
Meeting. Subject: Federal Taxa- 
tion. Location: Waldorf-Astoria 
Hotel, Lexington Avenue and 49th 
Street, New York City. 


November 19—7:45 P.M. Society 
Meeting. Subject: Federal Taxa- 
tion. Location: Waldorf-Astoria 
Hotel, Lexington Avenue and 49th 
Street, New York City. 


Military Service 


At a meeting of the Board of 
Directors on September 9, 1940, the 
following resolution was passed with 
respect to the remission of dues of 
any member of this Society entering 
the armed forces of the Nation: 

“Resolved that the Society re- 
mit the dues for the period of 
active service of any member who 
enters the armed forces of the 

Nation by voluntary enlistment, 

federalization of the national guard 

or conscription.” 


It is requested that members su 
enlisted or conscripted kindly com- 
municate directly with the office of 
the Society in order that a record 
may be made of the date of their 
induction, and the branch of service 
which each member will enter, such 
as Army, Navy, Air Corps, Marine 
Corps, ete. 


C.P.A. Examinations 

The Society has been advised by 
Charles B. Heisler, Director, Divi- 
sion of Professional Education of the 
State of New York, that the Regents 
have extended from January 1, 1941 
to January 1, 1942 the time within 
which the examinations for the 
C.P.A. certificate may be completed 
by an applicant admitted on the re- 
quirements in force prior to January 
1, 1938. A notice to this effect was 
recently sent to the entire member- 


ship. 
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Rochester Technical Conference 

On Friday, October 25, 1940, the 
four upstate chapters of the Society 
will hold their first Fall Technical 
Conference at the Hotel Seneca, 
Rochester, N. Y. The Conference 
will be divided into morning, after- 
noon and evening sessions, during 
which papers will be presented by 
various chapter members, each ad- 
dress to be followed by a forum 
discussion. The program is given 
below : 


MORNING SESSION—10:30 A.M. 
General Subject: Improvement in Repor- 
torial Content 
(a)—Statements for Clients’ Employees 
Speaker—Professor George E. 
Bennett, C.P.A., Syracuse, N. Y. 
(b)—Extent of Statistical Data in Ac- 
countant’s Report 
Speaker—R. Douglas Campbell, 
C.P.A., Buffalo, N. Y. 
(c)—Interim Reports 
Speaker—Rupert G. Fain, C.P.A., 
Rochester, N. Y. 


AFTERNOON SESSION—2:30 P.M. 
General Subject: Fundamental Audit 
Practice 

(a)—Direction, Supervision, and Review 
Speaker—Benjamin L. Enloe, 
C.P.A., Buffalo, N. Y. 

(b)—Methods, Development, and Exten- 

sion of Internal Audit & Control 

Speaker—James L. Rothwell, 
C.P.A., Rochester, N. Y. 

(c)—Audit Costs and Limitations 
Speaker—Wendell N. Butler, 
C.P.A., Syracuse, N. Y. 


EVENING SESSION—7:30 P.M. 
General Subject: Professional Problems 
(a)—Responsibility and Co-operation of 

the C.P.A. in Education and Training 
of Accountancy Students 
Speaker—Edwin E. Leffler, C.P.A., 
Buffalo, N. Y. 
(b)—Selection of Employees Entering 
Public Accounting 
Speaker—Herman A. Miller, 
C.P.A, Rochester, N. Y. 
(c)—Increased Service to Present Clients 
Speaker—Charles F. Carr, C.P.A., 
Syracuse, N. Y. 


Registration begins at 10:00 A.M. 
on October 25, at the Hotel Seneca. 
Tickets can be obtained at a cost of 
$3.00, which includes lunch, dinner 
and admission to all sessions. 


Special Technical Meetings 

The Fall series of six special tech- 
nical meetings started on Wednes- 
day, October 9, 1940, and will con- 
tinue through Wednesday, Novem- 
ber 13, 1940. These meetings are 
held under the auspices of the tech- 
nical committees of the Society in 
the [Engineering Auditorium, 29 
West 39th Street, New York City, 
at 8 P.M. The dates of each meeting 
and the subjects treated are given 
below: 


October 9—Contingent Liabilities 
and Commitments—Francis Wm. 
Hopkins, Chairman. 

October 16—Cost Accounting—Mar- 
shall Granger, Chairman. 

October 23—Accounting Machinery 
—Lewis Gluick, Chairman. 

October 30—Bankruptcy Procedure 
—Edward Bronsteen, Chairman. 

November 6—Monthly Audits—Sid- 
ney B. Kahn, Chairman. 

November 13—Municipal and Local 
Taxation—Maurice Austin, Chair- 
man. 


Although heretofore these meet- 
ings have been restricted to mem- 
bers only, at a recent meeting of 
the Board of Directors it was de- 
cided to allow each member of the 
Society to invite a_non-certified 
member of his staff to attend. Due 
to the limited seating capacity of 
the meeting rooms, reservations 
must be received at the office of the 
Society not later than noon on the 
day of the meeting. Reservation 
cards are sent out in advance, and 
seats will be held for those making 
reservations onlv until the start of 
the meeting. 


October 1939 Issue 


Our supply of the October 1939 
issue of THE New York CERTIFIED 
PusLtic AccoUNTANT is_ completely 
exhausted. If any member has a 
copy of this issue in his possession 
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State Society Activities 


and would care to donate it to the 
Society, it would be greatly appre- 
ciated. 


Tax Meetings 

The November 18th and 19th 
meetings of the Society will be de- 
voted to the subject of Federal taxes, 
and the December 9th meeting to a 
discussion of State taxation. These 
proceedings will be held under the 
auspices of the Committees on Fed- 
eral and State Taxation, and a de- 
tailed program of the subjects and 
speakers will shortly be sent to all 
members. 


Cooperation With National Defense 
Advisory Commission 

On June 14th, the Secretary of 
this Society sent the following letter 
to the Secretary of the National 
Defense Advisory Commission in 
Washington, offering the services 
and cooperation of the Board of 
Directors and Officers of the Society 
in the existing national emergency. 
A similar letter was also sent to 
Governor Herbert H. Lehman at 
Albany, N. Y. 

“Mr. Wm. H. McReynolds, 

Secretary, National Defense 

Advisory Commission, 
Washington, D. C. 


Dear Sir: 


In the existing national emer- 
gency, the accounting profession 
of this State, as represented in 
The New York State Society of 
Certified Public Accountants, de- 
sires to fulfill its responsibilities 
and avail itself of every oppor- 
tunity to serve the public interest. 
It recognizes that in the task that 
faces our nation, coordination is a 
pivotal factor, and coordination in 
turn leans heavily upon and is im- 
plemented by proper accounting 
procedures and controls. 

During the World War of 
1917-1918, as you know, the ser- 
vices of many professional ac- 


countants were found indispen- 
sable in the organizations then set 
up, and it is in anticipation of the 
undoubted need for similar ser- 
vices in our present emergency 
that this Society has been impelled 
to action. 

The Board of Directors and 
Officers of this Society stand 
ready to cooperate with you, or 
any agency you may designate, 
to the end that the certified public 
accountants of this State may best 
undertake the duties for which 
their training and experience fit 
them. The Board will hold itself 
available to serve you or your 
designees at any time and in any 
direction that may be desired and 
any communication from you, di- 
rected to the Secretary of the 
Society at the above address, will 
be immediately attended to. 

We have been informed that 
you have already received a simi- 
lar offer of service from the 
American Institute of Account- 
ants, the national organization of 
certified public accountants. This 
Society, representing the profes- 
sion in the State of New York, 
works in close cooperation with 
the Institute, and the two bodies 
will naturally collaborate in carry- 
ing out any tasks which the 
National Defense Advisory Com- 
mission may assign to the pro- 
fession. 

Very truly yours, 


G. CHARLES HuRDMAN 
Secretary.” 


N.A.C.A. Elections 


Two members of this Society were 
recently honored by the National 
Association of Cost Accountants at 
its election of officers for the forth- 
coming year held at St. Louis, Mo., 
last June. Victor H. Stempf, im- 
mediate past president of the Society 
and a member of the Board of Direc- 
tors, was elected President of the 
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Association, and Mr. Philip J. 
Warner, a member of this Society, 
was elected Treasurer. 


Annual Fall Conference 

The Eighteenth Annual Fall Con- 
ference of the Society took place 
on Monday, October 7, 1940, in the 
Grand Ballroom of the Waldorf- 
Astoria Hotel, New York City. The 
Conference was divided into an after- 
noon session beginning at 3:30 P.M.. 
and an evening session at 7:45 P.M. 
The former was devoted to the sub- 
ject of “Accountants’ Office Pro- 
cedure”, and was held under the au- 
spices of the Society’s Committee on 
Accountants’ Office Procedure of 
which Mr. Benjamin Greenberg is 
Chairman. Mr. Greenberg presented 
the results of the questionnaire sent 
to members last Spring with refer- 
ence to internal methods and pro- 
cedures of public accounting firms, 
and spoke on some interesting phases 
of office procedures in general, de- 
scribing in particular the require- 
ments necessary for the efficient 
operation of an accountant’s office. 
Other members of this Committee 
presented papers on different aspects 
of the subject as follows: Raymond 
G. Ankers—‘Selection and Training 
of Personnel”—Miss Gertrude Pries- 
ter—“Typing and Filing Procedures” 
—Stephen Chan—“Time, Cost and 
Billing Records and Controls”—and 
Ray R. Dobson—*Liability and Other 
Types of Insurance for Accountants”. 

At the evening session a gathering 
of approximately five hundred mem- 
bers of the Society were privileged 
to hear an excellent address by Mr. 
George Oliver May, member of the 
Society and Vice-Chairman of the 
Committee on Accounting Procedure 
of The American Institute of Ac- 
countants. Mr. May spoke on “Funda- 
mentals of Accounting Procedures— 
with Illustrations from the Treat- 
ment of Taxes in Accounts”. The 
full text of this interesting address 
will be published in the November 


issue of THE New York CERTIFIED 
PuBLIC ACCOUNTANT. 

In a business meeting of the So- 
ciety preceding the above address, 
consideration was given by the mem- 
bers present to the proposed changes 
in the By-Laws of the Society as pro- 
mulgated by the Special Committee 
for the Consideration of the Revision 
of the By-Laws, of which Saul Levy 
is Chairman. Upon motion duly 
made and seconded, these changes 
were adopted. 


Committee Chairmen Meeting 

The Fall dinner meeting for chair- 
men of the Society’s standing and 
technical committees was held at the 
Waldorf-Astoria Hotel on Septem- 
ber 9, 1940, with President Fedde 
presiding. The meeting was honored 
by the presence of a number of past 
presidents of the Society: Messrs. 
Howard B. Cook, Robert H. Mont- 
gomery, Homer S. Pace, Joseph J. 
Klein, P. W. R. Glover, Walter A. 
Staub, and James F. Hughes. 

The chairmen of the standing com- 
mittees present were introduced by 
Vice-President Stewart, who spoke 
briefly on the opportunities for ser- 
vice by standing committees, while 
several selected chairmen described 
the work of their particular commit- 
tees. Vice-President Marvin then 
gave a talk on the part that commit- 
tees can play in the Society's public 
relations program, after which he in- 
troduced the chairmen of all the 
technical committees present, two of 
whom spoke briefly on their work. 


American Woman’s Society of 
Certified Public Accountants 

At its Annual Meetine in Indiana- 
polis on September 20-22, 1940, Miss 
Gertrude Priester, a member of this 
Society, was re-elected President of 
the American \Woman’s Society of 
Certified Public Accountants for the 
coming year. The meeting was held 
jointly with the American Society of 
Women Accountants. 
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State Society Activities 


Regional Chapter Conference 


The seventh annual Chapter Con- 
ference was held on June 28-29-30, 
1940, at Holl’s Inn on Fourth Lake, 
Inlet, N. Y. Approximately 125 mem- 
bers attended, the Syracuse Chapter 
having the largest turn-out. Offi- 
cers of the Society from New York 
present were A. S. Fedde, Presi- 
dent, Andrew Stewart and J. Arthur 
Marvin, Vice-Presidents, and Archie 
F. Reeve, Treasurer. The program 
Was an interesting one, starting with 
a round-table discussion on Friday 
afternoon on the subject of “Audi- 
tors’ Reports and Auditing of the 
Small Business”, with an “Informa- 
tion Please” session Friday evening 
based on accounting, auditing and 
tax questions. Saturday afternoon 
saw the presentation of an excellent 
talk by Benjamin Greenberg, Chair- 
man of the Committee on Account- 
ants’ Office Procedure, on the results 
of the recent questionnaire sent to 
the membership on that subject. The 
official nature of the Conference was 
climaxed with an address on Satur- 
day evening by J. Arthur Marvin, 
Second Vice-President, entitled ‘Pub- 
lic Opinion and the Accounting Pro- 
fession”. In this speech Mr. Marvin 
outlined some of the work accom- 
plished during the year by the Pub- 
lic Relations Committee, of which 
he is Chairman. 


An important part of the Confer- 
ence was the sports program, which 
was brought to a successful conclu- 
sion despite the uncooperative weather. 
Wm. A. Newman, Jr., of Syracuse 
was the winner of the Stempf Trophy 
for low gross with an 82, closely 
followed by Andrew Stewart who 
scored an 83. The James F. Hughes 
trophy for low net score in class B 
was won by Maynard W. Lockwood 
of Buffalo. The Syracuse chapter 
team, whose members were William 
A. Newman, Jr., and Frederick S. 
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Wilkinson, won the Frederick H. 
Hurdman golf trophy for chapter 
team competition. Other golf prizes 
were awarded to J. Arthur Marvin, 
Charles H. Dyson, John L. Carey, 
A. S. Fedde, Archie F. Reeve, Carol 
F. Hall, and Mrs. Andrew Stewart 
of New York, Messrs. Frederick S. 
Wilkinson of Syracuse, and Ralph 
Good of Rochester. The Tennis 
Trophy was won by Frederick A. 
Wagner of Buffalo. Door prizes 
were awarded to Messrs. William 
H. Davis of Syracuse, James L 
Strong of Buffalo, and Charles H 
Dyson of New York. 


Social Security 


As a result of various letters re- 
ceived from members by the Com- 
mittee on Social Security with re- 
spect to the requirement that the 
New York State unemployment in- 
surance reports must be filed on the 
15th day of the month following each 
quarter-year, Mr. W. Vincent Hall, 
Chairman, has issued the following 
statement: 


“The Chairman of the Commit- 
tee on Social Security has had 
many discussions with Mr. Milton 
O. Loysen, the Executive Direc- 
tor of the Division of Placement 
and Unemployment Insurance, 
with respect to the matter of the 
hardship caused by the require- 
ment that state unemployment tax 
reports be filed 15 days after the 
close of each quarterly payroll 
period. The Committee under- 
stands that the main reason for re- 
quiring reports on such 15th day 
is the vast amount of detail neces- 
sary to establish the rates payable 
in a benefit year starting April Ist. 
One of the recommendations 
which the Committee made last 
January, while the Legislature 
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Was in session, was to change the 
law so that the benefit year would 
commence on July 1 rather than 
on April 1. The Committee has 
been considering this matter since 
last December and expects to con- 
tinue discussions with the hope of 
presenting our recommendations 
in the near future. It would be 
appreciated if the members of the 
Society who have ideas regarding 
possible changes in the State Law 
would write to the Committee in 
care of the Society's office.” 


Auditors’ Liability 


The American Surety Company 
has recently reprinted a paper by 
Boris Kostelanetz, member of the 
Society's Committee on Auditors’ 
Liability, entitled “Auditors’ Liabil- 
ity under the Law”, which was pre- 
sented at the April 1940 meeting 
of the Society, and subsequently 
printed in the May 1940 issue of 
THe New York CERTIFIED PUBLIC 
AccouNTANT. These reprints are 
available at the office of the Ameri- 
can Surety Company, 100 Broadway, 
New York City. 


Accounting Machinery Lectures 


The Committee on Accounting 
Machinery announces that it will be 
pleased to arrange to make avail- 
able to interested members lectures 
which have been conducted by cer- 
tain of the leading manufacturers 
for the information of the account- 
ing profession. So far these lectures 
have been arranged only at the re- 
quest of certain of the larger ac- 
counting firms, but if sufficient mem- 
bers of the Society demonstrate 
interest in such lectures, the latter 
can be made available. Those inter- 
ested should write to the Chairman 
of the Committee on Accounting 
Machinery, addressing the’ r commu- 
nication to the offices of the Society. 


W. Sanders Davies 

Our Society suffered a great loss 
in the death of Mr. W. Sanders 
Davies, of the firm of Davies & 
Davies, on June 20, 1940, after a 
short illness. A member of the So- 
ciety since January 1905, Mr. Davies 
served the Society as Second Vice 
President from 1914-1917, and was 
active on several of its committees. 
He was also a member of the Ameri- 
can Institute of Accountants and 
a past president of The New Jersey 
Society of Certified Public Account- 
ants. Mr. Davies held one of the 
earliest C.P.A. certificates, and was 
one of the first to advocate passage 
of a law regulating certified public 
accountants in the state. 

The Board of Directors, at its 
regular meeting on September 9, 
1940, adopted the following resolu- 
tion on the death of W. Sanders 
Davies: 

“RESOLVED, That in the death of 
\W. Sanders Davies, The New 
York State Society of Certified 
Public Accountants lost a loyal 
member who maintained a con- 
tinuous membership in the So- 
ciety for a period of thirty-five 
years and who served the Society 
as its Second Vice-President for 
three years. 

“The Board of Directors of this 
Society hereby records its sorrow 
at the death of Mr. Davies and 
its appreciation of his professional 
spirit and exemplary action in so 
faithfully serving the Society and 
his chosen profession. 

“The Board of Directors directs 
that this resolution be incorpo- 
rated in the minutes of its meeting 
and that a copy of it be sent to 
the family of Mr. Davies.” 


Meyer Greenberg 
We have just been advised of the 
death of Meyer Greenberg on March 
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29th, a member of the Society since 


May, 1939. 


Franklin Otto Giess 


Word has just been received of the 
death on June 30, 1940, of Franklin 
Otto Giess, of Buffalo, N. Y., a mem- 
ber of this Society since March, 1940. 


August Fischer 

August Fischer, of Bardonia, N. Y., 
a member of the Society since Janu- 
ary, 1906, died on July 6, 1940, after 
a long illness, at the age of 75. 

Mr. Fischer was in the first group 
to be registered as certified public 
accountants in New York where he 
practiced for fifty years. He was 
chief certified accountant in the office 
of the Sheriff of New York County 
from 1910-1935. 

He is survived by two sons and 
a daughter. 


J. Edward MacDermott 


J. Edward MacDermott, a valued 
and esteemed member of the Society 
since November 1922, died on July 
26, 1940. He was a member of the 
firm of J. Edward MacDermott & 
Co. 


Mr. MacDermott served on many 
committees of the Society. 


DeRoy S. Fero 


DeRoy S. Fero, a valued and 
esteemed member of the Society 
since October, 1901, passed away on 
August 6, 1940, at the age of 74. 

Mr. Fero was a certified public 
accountant of New York, Missouri, 
and Ohio. He was a member of the 
American Institute of Accountants 
and its predecessor organization 


since 1916. 


Warrel S. Pangborn 


Warrel S. Pangborn, a member of 
the firm of Pangborn & Pangborn, 
and an esteemed member of the So- 
ciety since March 1906, died on 
August 7, 1940, at the age of 80. 

Mr. Pangborn was active on vari- 
ous committees of the Society. He 
was a member of the American Insti- 
tute of Accountants and its prede- 
cessor organization since 1906. 

He is survived by two daughters 
and a son. 


In the death of these members, 
this Society as well as the account- 
ancy profession at large, has sus- 
tained the loss of able and loyal 
members whose long record of de- 
votion to the profession have con- 
tributed much and have exerted an 
influence which will long survive 
them. 
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Association, and Mr. Philip J. 
Warner, a member of this Society, 
was elected Treasurer. 


Annual Fall Conference 


The Eighteenth Annual Fall Con- 
ference of the Society took place 
on Monday, October 7, 1940, in the 
Grand Ballroom of the Waldorf- 
Astoria Hotel, New York City. The 
Conference was divided into an after- 
noon session beginning at 3:30 P.M.. 
and an evening session at 7:45 P.M. 
The former was devoted to the sub- 
ject of “Accountants’ Office Pro- 
cedure”, and was held under the au- 
spices of the Society's Committee on 
Accountants’ Office Procedure of 
which Mr. Benjamin Greenberg is 
Chairman. Mr. Greenberg presented 
the results of the questionnaire sent 
to members last Spring with refer- 
ence to internal methods and _ pro- 
cedures of public accounting firms, 
and spoke on some interesting phases 
of office procedures in general, de- 
scribing in particular the require- 
ments necessary for the efficient 
operation of an accountant’s office. 
Other members of this Committee 
presented papers on different aspects 
of the subject as follows: Raymond 
G. Ankers—“Selection and Training 
of Personnel”—Miss Gertrude Pries- 
ter-—“Typing and Filing Procedures” 
—Stephen Chan—‘“Time, Cost and 
Billing Records and Controls”—and 
Ray R. Dobson—*Liability and Other 
Types of Insurance for Accountants”. 

At the evening session a gathering 
of approximately five hundred mem- 
bers of the Society were privileged 
to hear an excellent address by Mr. 
George Oliver May, member of the 
Society and Vice-Chairman of the 
Committee on Accounting Procedure 
of The American Institute of Ac- 
countants. Mr. May spoke on “Funda- 
mentals of Accounting Procedures— 
with Illustrations from the Treat- 
ment of Taxes in Accounts”. The 


full text of this interesting address 
will be published in the November 


issue of THe New York CERTIFIED 
PuBLIc ACCOUNTANT. 

In a business meeting of the So- 
ciety preceding the above address, 
consideration was given by the mem- 
bers present to the proposed changes 
in the By-Laws of the Society as pro- 
mulgated by the Special Committee 
for the Consideration of the Revision 
of the By-Laws, of which Saul Levy 
is Chairman. Upon motion duly 
made and seconded, these changes 
were adopted. 


Committee Chairmen Meeting 

The Fall dinner meeting for chair- 
men of the Society’s standing and 
technical committees was held at the 
Waldorf-Astoria Hotel on Septem- 
ber 9, 1940, with President Fedde 
presiding. The meeting was honored 
by the presence of a number of past 
presidents of the Society: Messrs. 
Howard B. Cook, Robert H. Mont- 
gomery, Homer S. Pace, Joseph J. 
Klein, P. W. R. Glover, Walter A. 
Staub, and James F. Hughes. 

The chairmen of the standing com- 
mittees present were introduced by 
Vice-President Stewart, who spoke 
briefly on the opportunities for ser- 
vice by standing committees, while 
several selected chairmen described 
the work of their particular commit- 
tees. Vice-President Marvin then 
gave a talk on the part that commit- 
tees can play in the Society's public 
relations program, after which he in- 
troduced the chairmen of all the 
technical committees present, two of 
whom spoke briefly on their work. 


American Woman’s Society of 
Certified Public Accountants 
At its Annual Meetine in Indiana- 
polis on September 20-22, 1940, Miss 
Gertrude Priester, a member of this 
Society, was re-elected President of 
the American Woman’s Society of 
Certified Public Accountants for the 
coming year. The meeting was held 
jointly with the American Society of 
Women Accountants. 
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Regional Chapter Conference 


The seventh annual Chapter Con- 
ference was held on June 28-29-30, 
1940, at Holl’s Inn on Fourth Lake, 
Inlet, N. Y. Approximately 125 mem- 
bers attended, the Syracuse Chapter 
having the largest turn-out. Offi- 
cers of the Society from New York 
present were A. S. Fedde, Presi- 
dent, Andrew Stewart and J. Arthur 
Marvin, Vice-Presidents, and Archie 
F. Reeve, Treasurer. The program 
Was an interesting one, starting with 
a round-table discussion on Friday 
afternoon on the subject of “Audi- 
tors’ Reports and Auditing of the 
Small Business”, with an “Informa- 
tion Please” session Friday evening 
based on accounting, auditing and 
tax questions. Saturday afternoon 
saw the presentation of an excellent 
talk by Benjamin Greenberg, Chair- 
man of the Committee on Account- 
ants’ Office Procedure, on the results 
of the recent questionnaire sent to 
the membership on that subject. The 
official nature of the Conference was 
climaxed with an address on Satur- 
day evening by J. Arthur Marvin, 
Second Vice-President, entitled “Pub- 
lic Opinion and the Accounting Pro- 
fession”. In this speech Mr. Marvin 
outlined some of the work accom- 
plished during the year by the Pub- 
lic Relations Committee, of which 
he is Chairman. 


An important part of the Confer- 
ence was the sports program, which 
was brought to a successful conclu- 
sion despite the uncooperative weather. 
Wm. A. Newman, Jr., of Syracuse 
was the winner of the Stempf Trophy 
for low gross with an 82, closely 
followed by Andrew Stewart who 
scored an 83. The James F. Hughes 
trophy for low net score in class B 
was won by Maynard W. Lockwood 
of Buffalo. The Syracuse chapter 
team, whose members were William 
A. Newman, Jr., and Frederick S. 
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Wilkinson, won the Frederick H. 
Hurdman golf trophy for chapter 
team competition. Other golf prizes 
were awarded to J. Arthur Marvin, 
Charles H. Dyson, John L. Carey, 
A. S. Fedde, Archie F. Reeve, Carol 
F. Hall, and Mrs. Andrew Stewart 
of New York, Messrs. Frederick S. 
Wilkinson of Syracuse, and Ralph 
Good of Rochester. The Tennis 
Trophy was won by Frederick A. 
Wagner of Buffalo. Door prizes 
were awarded to Messrs. William 
H. Davis of Syracuse, James L 
Strong of Buffalo, and Charles H 
Dyson of New York. 


Social Security 


As a result of various letters re- 
ceived from members by the Com- 
mittee on Social Security with re- 
spect to the requirement that the 
New York State unemployment in- 
surance reports must be filed on the 
15th day of the month following each 
quarter-year, Mr. W. Vincent Hall, 
Chairman, has issued the following 
statement: 


“The Chairman of the Commit- 
tee on Social Security has had 
many discussions with Mr. Milton 
O. Loysen, the Executive Direc- 
tor of the Division of Placement 
and Unemployment Insurance, 
with respect to the matter of the 
hardship caused by the require- 
ment that state unemployment tax 
reports be filed 15 days after the 
close of each quarterly payroll 
period. The Committee under- 
stands that the main reason for re- 
quiring reports on such 15th day 
is the vast amount of detail neces- 
sary to establish the rates payable 
in a benefit year starting April Ist. 
One of the recommendations 
which the Committee made last 
January, while the Legislature 
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PROFESSIONAL COMMENT 


Imposition of Liens on Clients’ 
Books 
The following was submitted to 
the Committee on Accountants’ Of- 
fice Procedure: 

“An accountant wrote up the 
books of one of his clients, in 
accordance with a contract. Inas- 
much as the business of the client 
was small, the accountant kept the 
books in his own office and did 
all the work upon them, there. 
The client subsequently turned 
out to be lax in paying the account- 
ant for services rendered in keep- 


ing and auditing the books. In 
order to force payment of the 


amount owing to him, the ac- 

countant inquires whether he can 

place a lien upon the client's 

books in the same manner as a 

lien is imposed upon other prop- 

erty.” 

Since this is a legal question, the 
Committee merely refers the in- 
quirer to applicable cases and writ- 
ings on the subject but does not 
express any opinion of its own. 

(a) In Scott Shoe Manufacturing 
Co. vs. Broaker, City Court of New 
York—1901, 71 N.Y.S. 33, Mise. 
Rep. 382, 10 N. Y. Ann. Cas. 130, 
the Court held: 

“They (the accountants) have 
done nothing to the books but 
have merely made an examination 
of them. After their examination, 
the books remained as they were 
before, nothing whatsoever hav- 
ing been added to their value. The 
object of an examination made by 
an accountant is the preparation 
of a report. The report may be 
something of value or it may not, 
but the books themselves are not 
the least changed or improved by 
the investigation.” 
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Decision was rendered against the 
accountant. (“Legal Responsibili- 
ties and Rights of Public Account- 
ants” by Wiley Daniel Rich.) 


(b) Inthe case of Burleigh vs. Clark, 
Lim, an English case, the accountant 
took the books of the*plaintiff to his 
office. The accountant did not per- 
form an audit of the books but re- 
corded the transactions for a given 
period. The Court granted a len 
because of the nature of the services 
which the accountant rendered. The 
Court reasoned that the accountant 
actually performed work on_ the 
books and should be ent:tled to com- 
pensation as a result. In “Legal 
Responsibilities and Rights of Pub- 
lic Accountants”, this case is dis- 
cussed. The author states that ordi- 
narily, the accountant would not 
have possession of the books and 
would do nothing to improve them. 
The author states further that the 
decision was based upon the legal 
and rightful possession of the books 
and the improvement of the books 
by the accountant resulting from 
entries made therein. 

(c) In Re Gleebs Proprietary Lim- 
ited, the Court held: 

“.. The fact is that the account- 
ant has spent mental labor upon 
an examination of the entries in 
that journal . for the purnose 
of satisfying himself after apply- 
ing to the matter his special skill 
and knowledge that the entries in 
the journal have been truly and 
accurately made. Having done 
that, he has in his own mind a 
certain result at which he has 
arrived and which it will be his 
duty in due course to communi- 
cate to his employer. It is that 
opinion and that result at which 
he has arrived which seems to be 
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Professional Comment 


what he is paid for and in return- 
ing the sales journal he would be 
returning a book which does not 
embody in it the efforts of his 
labor in any sense whatsoever. 
‘ it may be referred to as an 
audited book and it therefore may 
be referred to as better, for many 
purposes, than an unaudited book 
but it acquires that quality not 
from anything that is found in 
it, but from the ability from some- 
body to relate the book to the 
opinion or certificate given with 
regard to it in some other docu- 
ment by a skilled auditor to whom 
it has been submitted.” (THE Com- 
MONWEALTH JOURNAL OF ACCOUNT- 
ANcY, July 1933.) 


In this case, the corporation went 
into voluntary dissolution. The ac- 
countant made the postings to the 
general ledger, but merely audited 
the sales journal. No mention was 
made of any other books. The Court 
held that the accountant had a lien 
on the general ledger but not on 
the audited sales journal. 


(d) In the July 1928 issue of 
JourNAL oF AccouNTANCY, the Editor, 
A. P. Richardson expressed the 
view that the interpretation given 
the question by the English Courts 
was in keeping with good reasoning 
and good law. He expressed the 
opinion that the American Courts 
should give any question relating 
to the subject the same interpreta- 
tion. He stated that the question 
was submitted to counsel for the 
American Institute. The following 
is quoted from the reply of counsel 
for the Institute: 

“An accountant who makes en- 
tries in books placed in his posses- 
sion for that purpose could hold 
the books until the reasonable fees 
for services have been paid. How- 
ever, if the accountant is given the 
books to make an audit and he 
does not put in entries in the 
books and does nothing to the 


books himself, | should not think 
he would have a common law lien 
(specific lien) or any lien on the 
books unless there is some express 
contract. 

“If the case involved both ques- 
tions, that is, putting entries in 
the books and doing other work. 
I should not think his lien would 
extend to anything more than the 
reasonable services for putting 
entries in the books, that is—for 
work upon the books themselves.” 


State Steel Trust Company vs. 
Ernst, et al. 

In an article entitled “Some Re- 
servations on The State Steel Trust 
Company Case’, published in the 
September issue of the JOURNAL OF 
Accountancy, James L. Dohr pre- 
sents some valuable commentaries 
on this important decision of the 
New York Court of Appeals with 
respect to the legal responsibility of 
public accountants. Mr. Dohr, a 
member of the Columbia University 
Faculty since 1924, is both a practis- 
ing attorney and a certified public 
accountant. In commenting upon 
this case, which has several unusual 
aspects, the author states: 

“The decision has undoubtedly 
received widespread consideration 
by accountants and others: in view 
of the great prestige of the New 
York Court of Appeals, its holding 
will probably be studied and cited 
many times in the future by law- 
yers in cognate litigation. It is 
important, therefore, that the 
opinion be understood and for the 
further reason that the opinion 
contains a number of disquieting 
features—so disquieting in fact 
that the careful student is impelled 
to a study of the record containing 
the testimony and exhibits.” 


Copies of this article by Mr. Dohr 
may be obtained in reprint form by 
communicating with the office of the 
Society. 
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RECENT PUBLICATIONS 


COST ACCOUNTING 

3yv John G. Blocker, Ph.D. 
McGraw-Hill Book Company, N. Y. 
1940—705 pages—$4.00 

This publication is another valu- 
able contribution to the McGraw- 
Hill Accounting Series. The author, 
who is Professor of Accounting and 
Chairman of the Accounting Depart- 
ment of the University of Kansas, 
has prepared this text “in recogni- 
tion of the apparent need for a cost 
accounting book that will meet the 
requirements of students who desire 
a broad understanding of the funda- 
mental problems of cost control and 
accounting as they apply to all types 
of business units and to the impor- 
tant divisions of each enterprise. The 
importance of budgetary control is 
emphasized, the essential relation- 
ship between budgets and cost ac- 
counting is shown, and the way in 
which these two managerial devices 
can be related into a unified system 
of records is explained.” 

New developments in the appli- 
cation of standard costs for manu- 
facturing, distribution and adminis- 
tration have been given special 
consideration by means of five chap- 
ters devoted to this subject, while 
equal space has been given to a dis- 
cussion of process and production 
order cost accounting, in which 
budgetary control of these systems 
is fully covered. The reader is grad- 
ually introduced to these more in- 
volved cost techniques and_ pro- 
cedures by a comparison of the 
elementary cost aspects of retail 
establishments, financial institutions 
and governmental units with manu- 
facturing and distribution cost meth- 
ods. 

The volume contains a number of 


cost charts, forms and schedules for 
illustrating various cost methods 
and procedures, as well as questions 
and problems at the end of each 
chapter. The appendix includes 
selected C.P.A. cost problems taken 
from American Institute examina- 
tions from 1932 to 1939, and a bibli- 
ography of general references for 
supplementary study. 


VARIABLE BUDGET CONTROL 

By Fred J. Gardner 

McGraw-Hill Book Company, N. Y., 
1940—357 pages—$4.00 


Mr. Gardner, who is an Industrial 
Management Consultant, states in 
his preface that in his years of work- 
ing with accounting figures for the 
interpretation of management his 
goal has been the complete quaran- 
tine of time costs in their relation- 
ship to volume costs. The result of 
his research has been the establish- 
ment of a workable variable budget 
which accomplishes this end by 
breaking apart these costs so that 
time and volume costs are satisfac- 
torily segregated. However, after 
these two elements have been iso- 
lated, their application has to be con- 
trolled, and this book is “an attempt 
not only to state the fundamentals of 
variable costs as they are reflected in 
time (stand-by) and volume (vari- 
able) costs, but to carry this control 
to the point where management will 
not be helpless in the process of cor- 
recting conditions before they spend 
themselves in huge losses.” 

The advantages of variable budget 
control over static budgeting are 
explained, and the details of develop- 
ing, installing and administering 


such a system are fully described 
with the aid of 66 illustrative charts 
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Recent Publications 


and tables. Also included in this 
volume is a complete case study of 
‘a variable budget system as appli- 
cable to an average business con- 
cern. 


American Management Association 
Pamphlets 


This Association has recently pub- 
lished a series of pamphlets in its 
Financial Management Series deal- 
ing with various phases of account- 
ing, budgeting and corporate financ- 
ing. Listed below are four of these 
pamphlets which are of particular 
interest to accountants, copies of 
which may be obtained at the prices 
indicated from the American Man- 
agement Association, 330 West 42nd 
Street, New York City. The papers 
contained in these publications were 
presented at the Finance Conference 
of the Association, held in New 
York on January 24-25, 1940. 


NEW CONCEPTS IN ACCOUNTING 
AND AUDITING 

By Charles B. Couchman, Samuel 

J. Broad, and Nicholas Salvatore, 

certified public accountants and 

members of the Society; E. S. Cold- 

well—Ford, Bacon & Davis, Ine. 


1940—34 pages—$.75 


BUDGETING SALES AND SELLING 
COSTS 

By E. S. LaRose—Bausch & Lomb 

Optical Company. 

1940—34 pages—$.75 


PRACTICAL APPLICATION OF COR- 
PORATE BUDGETING 

By Arthur Lazarus—Day & Zim- 

mermann, Inc., S. R. Shave—West- 

inghouse Electric & Manufacturing 

Company. 

194,—10 pages—$.75 


PROBLEMS IN FINANCING THE 
MODERN CORPORATION 

By Dana Converse Backus—White 
& Case; Allan M. Pope—First Bos- 
ton Corporation; Glenn McHugh— 
Equitable Life Assurance Society; 
Jerome N. Frank—Securities and 
Exchange Commission. 

1940 —42 pages—$.75. 


Municipal Finance Officers 
Association Pamphlets 


Described below are three of a 
series of pamphlets prepared by the 
Municipal Finance Officers Associa- 
tion, dealing with specialized phases 
of governmental accounting, such as 
public property, motor equipment, 
inventories, payrolls, debt, taxes and 
budgets. The author of the first two 
manuals is supervisor of Field Ac- 
counting Service of the Association, 
and Mr. Rafkind is a staff member 
of that Body. The pamphlets are 
distinctly procedural in nature, little 
other information being available on 
these particular subjects. They are 
well illustrated with the many ac- 
counting forms required. 


ACCOUNTING FOR GOVERNMENT 
OWNED MOTOR EQUIPMENT 

By G. Don Larson, C.P.A. 

Municipal Finance Officers Associa- 
tion, Chicago, II. 

1940—60 pages—$.50 


ACCOUNTING FOR GOVERNMENTAL 
SUPPLIES 

By G. Don Larson, C.P.A. 

Municipal Finance Officers Associa- 
tion, Chicago, Ill. 

1940—60 pages—$.50 


GOVERNMENTAL TIMEKEEPING & 
PAYROLL PROCEDURE 

By Israel Rafkind 

Municipal Finance Officers Associa- 
tion, Chicago, III. 

1940—62 pages—$.50 
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ELECTIONS 


HE following is a list of applicants admitted to membership and asso- 
ciate membership in the Society and also associate members advanced 
to membership at a meeting of the Board of Directors held on September 9, 


1940: 
Membership 


Beierle, Henry George, 95 Morton Street. 
Boynton, Frederick Herbert, 19 Rector 
Street, 
With Ernst & Ernst. 
Campbell, James Gardner, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgom- 
ery. 
wait ( William B., 140 Genesee Street, 
tica, 
With Ganey, Hornung & Hall. 
Carter, Gerard Irving, 19 Rector Street, 
Of Thomas F. Hanley & Co. 
Cobb, Oliver Perry, 205 Hotel Peabody 
Bldg., Memphis, Tenn., 
Of Oliver P. Cobb & Company. 
Drescher, Paul George, 370 Lexington 
Avenue, 
Vice-Pres. and Comptroller, Associated 
Hospital Service of N. Y. 
Fisher, Frederick M., 125 Park Avenue, 
Of S. D. Leidesdorf & Co. 
Gill, Bertram E., 67 Broad Street, 
With Haskins & Sells. 
Goldberg, Alexander, 111 John Street. 
Goros, William, 225 Broadway. 
Gould, Stuart S., 9 East 40th Street. 
Greenwald, Sydney Jay, 853 Broadway, 
Of Bender & Greenwald. 
Harris, Walter Butler, Jr., 25 Broadway, 
With Pogson, Peloubet & Co. 
Herrhammer, Karl A., 67 Broad Street, 
With Haskins & Sells. 
Klein, Bernard Lewis, 261 Broadway. 
Leibowitz, Marvin J., 112-15 72nd Road, 
Forest Hills, L. I. 
Levine, Irving, 500 Fifth Avenue, 
ae on Frederick William Greenfield & 
oO. 
McNeal, Miles E., 421 University Bldg., 
Syracuse, 
Of Gilfoi! & McNeal. 
Olsson, Alfred C., 67 Broad Street, 
With Haskins & Sells. 
Patterson, Archibald T., 67 Broad Street, 
With Haskins & Sells. 


14 


Rothstein, William, 9 East 40th Street. 
Schultz, Samuel D., 11 W. 42nd Street. 
Schwartz, Seymour Solomon, 125 Park 
Avenue, 
With S. D. Leidesdorf & Co. 
Sofer, Hyman, Albany, 
With New York State Dept. of Taxation 
& Finance, Commodities Tax Bureau. 
Tansill, Xavier Bender, 730 Fifth Avenue, 
Assistant Treasurer, Howe Sound 
Company. 
Tipton, Russell D., 67 Broad Street, 
With Haskins & Sells. 
Trager, Philip, 11 West 42nd Street, 
With Addis & Co. 
Walsh, Martin P., 122 East 42nd Street, 
With Vick Chemical Company. 
Waxman, Herbert J., 371 Washington 
Street. 


Associate Membership 


Barnes, Daniel E., Claymont, Del., 
With General Chemical Co. 
Bentley, Robert Logan, II, 56 Pine Street, 
With Price, Waterhouse & Co. 
Bertschy, Kenneth Harold, 56 Pine Street, 
With Price, Waterhouse & Co. 
Carlson, Charles Long, 206-7-8 Masonic 
Temple Bldg., Olean, 
Of C. J. Carlson & Son. 
de Jager, Harold Roger, 906 Lincoln 
Alliance Bldg., Rochester, 
With Ernst & Ernst. 
Friedland, Leon Armand, 521 Fifth 
Avenue, 
With Homes & Davis. 
Hoffman, Abraham, 485 Madison Avenue, 
With Columbia Broadcasting System, 
Inc. 
Peterson, Henry Peter, 56 Pine Street, 
With Price, Waterhouse & Co. 
Poole, Elmer William, 4616 Larchwood 
Avenue, Philadelphia, Pa. 
Smith, Elwood M., 291 Broadway. 
Thorne, Frederick E., 2396 Third Avenue, 
With Third Avenue Railway Company. 
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Elections 


Winston, Eugene L., 1501 Broadway, 
Of Winston & Winston. 

Yoskowitz, Harry, 1440 Broadway, 
Of H. & R. Yoskowitz. 


Advancement from Associate Membership 
to Membership 
Bohman, Edward F., 22 East 40th Street, 
With Haskins & Sells. 
Catelli, Charles Honoré, 67 Broad Street, 
With Haskins & Sells. 
Cohen, Julius J., 1476 Broadway. 
Connally, Marvin G., 590 Madison 
Avenue, 
Of M. G. Connally & Company. 
Eisenmann, Clarence E., 350 Madison 
Avenue, 
With Hurdman & Cranstoun. 
Flaskal, Charles M., 295 Madison Avenue, 
Of H. E. Van Benschoten & Co. 
Ford, E. Elwood, 60 East 42nd Street, 
With Joseph Campbell & Co. 
Fried, Sidney Charles, 1441 Broadway, 
With Martin Weiner Co. 
Gerhardt, Charles J., 56 Pine Street, 
With Price, Waterhouse & Co. 
Gross, Alexander, 152 West 42nd Street, 
With B. Harry Levine. 
Hart, Lewis Leopold, 1107 Broadway, 
With Benjamin S. Kalvin. 
Jemison, Samuel Melville, 100 Broadway, 
With F. W. Lafrentz & Co. 
Judd, Frank, 1 S. William Street, 
With Lehman Corporation. 
Kadish, Arthur, 270 Broadway. 
Karten, Marcus L., 1272—48th Street, 
Brooklyn. 


Knittel, A. William, 31 Exchange Street, 
Rochester, 
With Herman A. Miller & Co. 
Lucius, Robert Edward, 19 Rector Street, 
With Ernst & Ernst. 
Magnani, Walter, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
McSheehy, Edward L., 796 Delafield 
Avenue, West Brighton, S. I. 
Monroe, Joseph Gerard, 80 Maiden Lane, 
With Touche, Niven & Co. 
Phipps, Harry G., 90 Broad Street, 
With Lybrand, Ross Bros. & 
Montgomery. 
Rauth, Charles Russell, 90 Broad Street, 
With Lybrand, Ross Bros. & 
Montgomery. 
Sedransk, Lazarus, 610 Fifth Avenue. 
Snipes, Alton M., 19 Rector Street, 
With Ernst & Ernst. 
Stuzin, David, 521 Fifth Avenue, 
With Eisner & Lubin. 
Wakely, Maxwell Arthur Heather, 
7 DeKalb Avenue, Brooklyn, 
Of Mount & Carter. 
Wilkinson, Frederick S., 512 Herald Bldg., 
Syracuse, 
With Howard V. Swartz. 
Wind, Bernard L., 295 Madison Avenue, 
With Morris Ratner. 


The number of members in the 
Society as of October 1, 1940, is as 
follows: 

Members: < 3,279 
Associate Members... 452 
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Successful Candidates at New York State 
C. P. A. Examinations, April, 1940 


The names of all persons who passed the April, 1940 examinations 
given by New York State to those who would become Certified Public 
Accountants have been received by the Society from the State Education 


Department. 


These successful candidates are now eligible for a certificate as a C.P.A. 
provided they have submitted satisfactory evidence to the Education 
Department of the State of good moral character and evidence of academic 
and professional qualifications for the public practice of accountancy. 


The list is as follows: 


Abramowitz, Max 
Abrams, Nathan 
Abrams, Herbert 
Allen, Clifford G. 
Anderson, Elin A. 


Bac, Alexander 
Bannon, John V. 
Barnes, Carl R. 
Barniville, Robert M. 
Barrett, Charles F. 
Barry, Fernando L. 
Becker, Philip 

Bell, Robert G. 
Berkule, Leon 
Beyda, Joseph R. 
Bezuyen, Nicholas 
Bick, Charles 

Bini, Benedict 
Binkoff, Sanford 
Blau, Joseph 

Blum, Seymour E. 
Boller, Hyman L. 
Botnick, Israel 
Brandt, Emanuel R. 
Breiner, Edmund E. 
Brightman, Myron R. 
3rill, Rudolph 
Brinsky, Nathan 
Brown, Albert 
Brown, Cecil C. 
Buss, Elmer H. 


Cabuli, Maurice 
Casselman, Francis A. 
Chasan, Burton 
Chernitzky, George 
Cohen, Albert L. 
Cohen, Irving G. 
Cohen. Joseph 
Cohn, Meyer N. 
Collins, John P. 
Cubello, Dominic F. 
Cusack, John J. 
Cutler, Lewis 


Damon, Wallace C., Jr. 


Daniel, Max 


840 Stebbins Avenue, New York City 

84 W. 188th St., New York City 

84 W. 188th St., New York City 

Jefferson Valley, New York 

1265 Monroe Street, N. E., Washington, D. C. 


611 W. 148th Street, New York City 
3202 Kossuth Avenue, New York City 
119 S. Buckhout Street, State er Pa. 
2 Marine Avenue, Brooklyn, N. ¥ 

140 Wadsworth Avenue, New York City 
562 Park Avenue, East Orange, N. J. 
1721 President Street, Brooklyn, N. Y. 
40-35—190th Street, Flushing, N. Y. 
1741 Andrews Avenue, New York City 
2114—66th Street, Brooklyn, N. Y. 

90 Columbia Street, East Paterson, N. J. 
2830 Sedgwick Avenue, New York City 
40 Monroe Street, New York City 

18 E. 21st Street, Brooklyn, N. Y. 

215 W. 90th Street, New York City 
1005 Jerome Avenue, New York City 
1149 Stratford Avenue, New York City 
628 W. 114th Street, New York City 
1918 Avenue H, Brooklyn, N. Y. 

1774 Townsend Avenue, New York City 
3619 Bedford Avenue, Brooklyn, N. Y. 
215 Mt. Hope Place, New York City 
905 E. 178th Street, New York City 
1865—52nd Street, Brooklyn, N. Y. 

95 Christopher Street, New York City 
100 Broadway, New York City 


1183 Grand Concourse, New York City 
189—8th Avenue, Brooklyn, N. Y. 

601 E. 167th Street, New York City 
1603 Prospect Place, Brooklyn, N. Y. 
92 Pinehurst Avenue, New York City 
825 New York Avenue, Brooklyn, N. Y. 
546 E. 98th Street, Brooklyn, N. Y. 

35 Stratford Road, Brooklyn, N. Y 
82-75—160th Street, Jamaica, N. Y. 
132—12th Street, Niagara Falls, N. Y. 
187 Monroe Street, New York City 
7348—184th Street, Flushing, N. Y. 


3736—88th Street, Jackson Heights, N. Y. 
2334 Creston Avenue, New York City 
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Successful Candidates at N.Y. 


Deutsch, Eugene 
Dowd, Thomas G. 


Engle, Charles H. 
Epstein, Milton 


Farrell, Lawrence M. 
Farrell, Leonard J. 
Fassler, Harry 
Feldman, Ernest R. 
Feldman, Philip 
Fields, Arthur 
Forester, Frank, Jr. 
Freeman, Marcel Maurice 
Frey, Gerhard 

Friday, Samuel D. 
Friedlander, Irving D. 
Friedman, Irving 
Friedman, Julius Y. 
Fuchs, Edith B. 
Fuchsberg, Meyer 
Fuchsman, Ernest G. 


Geisel, George 
Gelber, Frank 
Geller, Louis L. 
Gertz, Irwin I. 

Glass, Philip L. 
Glassman, Michael J. 
Glick, Maurice E. 
Gold, Benzion 
Goldberg, Benjamin 
Goldman, Morris 
Goldstein, Hyman 
Golub, Charles 
Goodwin, James J. 
Greenberg, Isadore 
Greenberg, Nathan 
Greene, John A., Jr. 
Greenspan, Bernard J. 
Greulich, Charles 
Gross, Martin D. 


Hailer, George W. 
Haker, John B. 

Hall, Wilbur P. 
Halpern, Bernard 
Hamburg, Jack 
Hamburg, J. Benjamin 
Handman, Sidney 
Hartigan, Matthew A. 
Havsy, Rubin D. 
Hecht, Irving 

Hecht, Milton 

Heiko, Morris 
Helfman, Irving L. 
Hennessy, Franklin J. 
Hess, Joseph W. 
Hillman, Robert E. 
Hoffman, Milton 
Hyland, Robert 


Imbese, Domenic J. 
Ings, William C. 


Jaffe, George 


State C.P.A. Examinations 


2396 Morris Avenue, New York City 
116 Renwick Street, Newburgh, N. Y. 


401 W. 44th Street, New York City 
203 E. 175th Street, New York City 


27 Rose Avenue, Madison, N. J. 

3505 Perry Avenue, New York City 

1397 Stebbins Avenue, New York City 
2141 Holland Avenue, New York City 
2682 Creston Avenue, New York City 
1417 E. 8th Street, Brooklyn, N. Y. 
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Clarification of Financial Statements 


By A. S. Frenne, C. P. A. 


IMPLIFICATION and clarifica- 
tion are not synonymous, parti- 
cularly so when applied to state- 
ments of corporations. I recall the 


printed annual statements issued 
about thirty years ago by a certain 
manufacturing corporation. They 


consisted of a Trading Account with 
a single amount on the credit side 
and the identical single amount on 
the debit side, a Profit and Loss Ac- 
count with a single amount on the 
credit side and the same _ single 
amount on the debit side, and a Bal- 
ance Sheet with a single amount on 
the right-hand side but actually two 
amounts on the left-hand side, one 
of which was cash. Could simplifica- 
tion go further? And could there be 
a greater absence of clarity? 

Simplification of accounting state- 
ments may easily result in conceal- 
ment of material facts, though when 
honestly and judiciously carried out 
can be made to serve useful purposes. 
What I am considering now, how- 
ever, is not simplification but the 
possibility and, as I see it, the great 
desirability of making statements 
such as are included in annual re- 
ports of corporations free from terms 
and expressions which, while per- 
fectly understandable to us, may 
easily be wrongly interpreted by the 
public, and to include indications as 
to the appropriate interpretation of 
values. 

When an accountant has made an 
examination of a small or moderate 
sized concern—and there are at least 
200,000 unlisted corporations—he 
generally makes a report thereon to 
the management for its information. 
This is understood by accountants 
to be a detailed report as distin- 


guished from the standard short 
form of report which we formerly 
called the certificate. In that report 
he usually submits an analytical and 
comparative review of operations 
and explanatory comments on the 
various items in the balance sheet. 
No complaint is heard that the man- 
agement does not understand the 
statements, and the reason is simple 
enough; the management generally is 
familiar with its own accounts and the 
detailed review has clarified any tech- 
nical terms and accounting conven- 
tions. Annual published statements 
accompanied by the usual certificate 
or standard short form report do not 
include such explanations, though 
they may contain a number of items 
to which the layman, without fur- 
ther information, might ascribe a 
meaning other than that intended. 
In some cases they conform neither 
to the meaning or interpretation 
given to them by the best of lawyers, 
nor to definitions appearing in dic- 
tionaries. Here is a question for us— 
shall we try to induce lexicographers 
to give definitions in dictionaries 
that conform to our usage and in- 
form a million people what our terms 
mean, or shall we modify our usages 
to conform to the English language 
as it now stands? 

What really good reason can be 
advanced for continuing the prac- 
tice of using the general title “assets” 
over the left-hand side of the balance 
sheet, which is made up of groups of 
items each covered by its own de- 
scriptive title? Because by custom 
we have always done a thing in a 
certain way is not necessarily a good 
reason for continuing to do so. The 
connotation of assets is property. 
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You may review in your own mind 
the various groups and items in the 
groups which are not assets to any- 
body but accountants—and don’t for- 
get the item “Development Ex- 
pense” which in some cases is mainly 
composed of operating losses. 

The Westinghouse Electric & 
Manufacturing Company in their 
statement for the year 1939 reported 
under assets the item “Deferred 
Charges” of about a million dollars 
without any further explanation or 
details. The layman may not know 
that this item is usually constituted 
of outlays deferred because they are 
expenses applicable to future fiscal 
periods. He might take it to be made 
up of charges which eventually will 
be made to customers, or an asset 
slow of realization which may later 
take its place among current assets, 
or construction work not yet distri- 
buted to a final classification. I think 
the nature of the item should be in- 
dicated otherwise than by the cryptic 
designation used. It would be better 
to say “deferred charges to opera- 
tions” or “outlays chargeable to 
future operations” if that is its true 
nature. 

The right-hand side of the balance 
sheet is entitled “Liabilities.” Some 
persons in a desperate but abortive 
attempt to secure more accuracy 
have used the title “Liabilities and 
Capital.” If we can swallow “assets” 
whole, why strain at “liabilities”? 
“Deferred credits” has a mysterious 
sound, but in many cases it is not a 
liability in the ordinary sense. “Re- 
serve for Contingencies” carries an 
ominous note—as though the con- 
cern might be under bombardment 
any minute—but whether it is sur- 
plus or a provision for a potential 
liability is sometimes a secret locked 
in the managerial breast. 

I propose that we seriously con- 
sider discarding the use of the terms 
assets and liabilties as general head- 
ings in the balance sheet and letting 
the side headings over the various 


22 


be 
to save the temper and eliminate, to 
some extent, scornful comments of 
the legal profession.) 


groups suffice. (One result may 


Considerable advance is being 
made in clarifying the balance sheet 
by showing the basis for the valua- 
tion of important items, but there is 
room for an extension of the practice. 
The item real estate I think should 
always carry a notation of the basis 
of value, whether cost or appraisal. 
A real estate holding corporation 
usually carries it at cost, whereas 
insurance companies show appraisal 
value. If cost is substantially in ex- 
cess of current values, I am sure the 
public would like to know why cost 
is carried, and also if paid for in 
shares of capital stock. Where good- 
will is shown, as in the National 
Dairy Products Corporation balance 
sheet in which it is carried at the 
large sum of $22,391,853, it would be 
informative to disclose what it repre- 
sents and how acquired. A_ stock- 
holder might easily interpret it as 
the value at the date of the balance 
sheet. The layman is probably some- 
what puzzled by items carried for 
goodwill in large amounts or in no 
amount, and by such an item as 
“Patents, charters and franchises 
$7.00”, whereas to an accountant the 
situation may be reasonably clear. 
The use of the term “net worth” as 
applied to the aggregate of capital 
and surplus should be definitely dis- 
carded by public accountants as it 
contains an implication that the bal- 
ance sheet is a valuation statement. 
An accountant would be pretty rash 
to report that all values in a balance 
sheet are precisely stated—including 
goodwill—and that all items listed 
are set forth at their full worth and 
no more. 

The particular corporation reports 
referred to were not specially 
selected, but were the first two I hap- 
pened to pick up, and were found to 
contain material to illustrate my 
point. 
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Since preparing the foregoing 
notes a court decision filed May 6, 
1940, has come to my notice. It is in 
the case of Sara F. Ebbert, appellant 
v. Plymouth Oil Company and 
others for misuse or diversion of 
corporate funds. The stockholder 
claimed that she had been deceived 
and misled by the balance sheet 
which had included among its assets 
$833,146.36 designated “deferred 
charges”, and that it was so carried 
from 1930 to 1938, at which time it 
was charged to surplus. The ap- 
pellees contended that the designa- 
tion, in itself, was notice that the 
sum indicated was not an asset. The 
opinion of the Supreme Court of 
Pennsylvania, which is the highest 
court in that state, contains these 
words: 


“We think, however the ordinary 
person is not to be visited with 
knowledge of this technical termi- 
nology, and so far as plaintiff is 
concerned, what the statements 
conveyed to her was that this large 
sum of $833,146.36 was an asset of 
the corporation and amounted to 
a concealment of its true nature, 
and she was not put upon inquiry 


until its status was changed by be- 
ing charged to surplus.” 


The accountancy profession has 
been taking steps to solve controver- 
sial problems such as the proper de- 
preciation charge on appreciated 
values placed on assets, the period 
in which to amortize bond discount 
on a bond issue refunded before 
maturity by another issue, how to 
treat the receipt of stock dividends, 
and the like, and such activity is 
proof that the profession lives and 
moves and fosters the spirit of doubt 
and inquiry. The crystalizing of 
thought and the reaching of decisions 
on such matters, however, takes 
time. Perhaps I am a bit impatient, 
but it does seem to me that the tak- 
ing of an objective view of annual 
statements of corporations reported 
on by our profession would disclose 
points for clarification on which the 
appropriate committees, within a 
reasonable time, could arrive at con- 
clusions and make recommendations 
to the profession. There is no reason 
for us not to attend to such matters 
without waiting to be prodded by 
decisions of the higher courts. 
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Electrical Operation of Card Files 


By Raymonp Cotiett, C. P. A. 


PRIME essential in a filing sys- 

tem is that anything filed may 
be located with a minimum of time 
and effort. All manually operated 
systems are subject to human error, 
and to lesson the possibility of error 
and thereby increase the efficiency 
of the system, methods such as cross 
indexing, duplicate recording, 
numerical filing, etc. have been re- 
sorted to, elaborating the basic sim- 
plicity of a filing system. 

Recently there has been intro- 
duced to the Eastern market a 
mechanical method of selecting cards 
from card files. The equipment used 
for this purpose is sold under the 
trade name “Electrofile.” It has 


been available on the West Coast for 
several years under the name 
“Selectograph.” 

The “Electrofile” may be adapted 
to almost any card filing system 
where speed of selection and refiling 
are important factors. Any card in 
the card files may be selected there- 
from merely by placing the card tray 
on a selector, depressing keys on a 
keyboard, then moving an operating 
bar, and the desired card imme- 
diately moves out of alignment in 
the tray, visually identifying itself 
so that it may be withdrawn. It 
is unnecessary to refile the card in 
the position from which it was with- 
drawn. It may be placed anywhere 
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in the tray, and in a few seconds is 
as easily located in its new position 
as it was originally. 


In addition to selecting cards 
singly, the equipment provides a 
unique method for group selection 
and for group sorting. With this 
equipment, no alphabetical or nu- 
merical sequence need be followed 
in filing the cards, neither is there 
any need for cross indexing, dupli- 
cate records, or other elaboration. 


Description of Equipment 
The equipment is comprised of: 


(a) The cards. The cards used are 
special in two respects. Thin 
metal strips are fastened along 
both the lower right and left 
hand edges of each card. The 
bottom of the card is serrated, 
comparable in appearance with 
the toothed edge of a gear, into 
a series of thirty teeth or tabs. 
The cards are a standard width 
of eight inches while the height 
may vary from five to eight in- 
ches. The cards may be printed 
according to the specifications 
of the user. 


Card Tray 
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(b) The trays. The trays hold ap- 
proximately 1,000 cards. The 
trays are light in weight and 
easily handled even when filled 
to capacity. By the use of nine 
immovable separators dividing 
the tray into ten sections, the 
cards are held in a vertical posi- 
tion even when the tray is par- 
tially filled. When it is re- 
quired to select a card, the trav 
is placed on the selector. 


The selector. The selector is a 
rack with a keyboard in front 
and an electromagnet to the 
right. The magnet is energized 
only when an operating bar is 
depressed. The key board on 
which the selection is made con- 
sists of thirty keys. Each key is 
mechanically connected to one 
of thirty metal rods lying hori- 
zontal and parallel to each other. 
When a card tray is on the selec- 
tor, the thirty slits between the 
tabs on the cards lie directly 
above these rods. If a key is 
depressed the corresponding rod 
will raise approximately 3/16 in. 
into the slit in the cards. Both 
key and rod retain this setup 
position until cleared by opera- 
tion of a clearing lever. 


(c) 


Modus Operandi of Selector 


When a tray of cards is placed on 
the selector, the metal edges of the 
cards are adjacent to the electro- 
magnet. The magnetic field set up 
by the magnet when it is energized 
by the flow of electric current 
through the coil attracts the metal 
edges of all cards in the tray. How- 
ever, the only card (or cards) per- 
mitted to move towards the mag- 
net is that which has been pre- 
selected by depressing the required 
keys. Depressing the keys raises 
corresponding selector rods into the 
slits in the lower edges of the cards, 
restraining from movement all cards 
except the one required. This card 
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SELECTOR 
RODS 


KEY BOARD 


is permitted to move because the 
tabs immediately to the left of the 
raised selector rods had been clipped 
off when the card was originally 
coded and placed in the files. By re- 
moving a different tab, or combina- 
tions of two or more tabs, from each 
card in the tray, any card may be 
selected at will, merely by depress- 
ing the appropriate key or keys. The 
degree of selectivity is governed by 
the number of tabs clipped from the 
cards, as also is the number of keys 
required to be depressed to accur- 
ately select a card. In practice it 
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ELECTRO MAGNET 


CLEARING LEVER 


OPERATING 
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has been found that the removal of 
four tabs from each card is generally 
sufficient to ensure accurate selec- 
tion. 

The left side of the magnet is 
tilted slightly off the vertical, which 
causes the attracted card to tilt to 
the right when it is drawn against 
the magnet by its attraction. This 
tilting exposes the upper left corner 
of the card sufficiently to enable the 
operator to read the name and check 
the correctness of selection. 

Although in theory only one selec- 
tor is required for operation of as 
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many trays of cards as are on hand, in 
practice the frequency of reference, 
number of employees using the 


Card prepared for filing 


cards, etc., govern the number of 
selectors required for maximum ef- 
ficiency. 


Preparation of Cards 


The preparation of the cards re- 
quires one more operation than those 
for the usual card file, namely, the 
cutting of tabs from the bottom to 
permit mechanical selection to be 
made. It is to be noted that it is 
necessary to cut the cards only once, 
viz., when the original installation is 
made, or when new cards are added, 
or when cards are renewed. 

The cutting unit is located imme- 
diately behind the keyboard. To cut 
a card, the appropriate keys are de- 
pressed, and then the tabbed edge of 
the card is inserted into position in 
the unit. The operation of the clear- 
ing lever actuates guillotine knives 
which cut off the tabs corresponding 
to the keys which were depressed, 
and with the same motion clears the 
keyboard. The cutting of a card 
requires the depression of the same 
keys as are, at any subsequent time, 
depressed to mechanically select that 
card. 

The simplest form of coding a card 
(cutting the tabs) would be by spell- 
ing out the name in full, using 
straight alphabetical indexing with- 
out abbreviations. However, as cor- 
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rect selection may be achieved by use 
of only four characters, it is cus- 
tomary to utilize abbreviations and 
other coding methods so that the de- 
pression of four keys will accurately 
select the required card, and speed 
up the selection. Condensation and 
coding are not obligatory, and if the 
user desires, cards may be cut 
exactly according to the methods of 
indexing followed in the existing 
files. Thus, besides full alphabetical, 
mentioned above, numerical, mne- 
monic, decimal or any other index- 
ing method desired may be used in 
cutting the cards. 

The selector is manufactured with 
the keytops blank so that they may 
be marked with the characters re- 
quired, according to the indexing 
system to be used. The most com- 
mon variations in keyboard set-up 
and coding are as iollows: 


(a) Alphabetical only. 


(b) Numerical only. By using the 
familiar 7-4-2-1 coding arrange- 
ment, a numerical sequence 
from 1 to 999,999 is available for 
classification of cards. 


Combined alphabetical and nu- 
merical, using 15 keys for each. 
The use of 15 keys for the al- 
phabet is possible by doubling 
up on each key. The 15 nu- 
merical keys permit a numerical 
sequence from 1 to 999. 


(c) 


Double alphabet, each using 15 
keys. This arrangement is used, 
for example, in collection agency 
installations where one alphabet 
is used for the debtors’ names 
and the other for the clients’ 
names. 


Special keyboard arrangements may 
be made to fit the needs of any speci- 
fic application. 


(d) 


Classification and Selection of Cards 


The fact that cards do not have to 
be filed and refiled in any prear- 
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ranged sequence permits the use of 
various means of classifying or 
grouping the cards, so that required 
information, analyses, statements 
and statistics may be readily pre- 


pared with a minimum of effort. 
Such classifications or groupings are 
supplementary to the classifications 
and selection available by using the 
keyboard. 


Needle sorting through top signals 


A very effective means of group 
sorting is offered by the use of a 
unique type of metal top signal. This 
signal consists of a small metal tab 
which is affixed to the top edge of 
the card by insertion of a prong 
which holds the tab firmly. The tab 
is pierced by a hole approximately 
1/16 in. in diameter, through which 
a sorting needle may be passed to 
lift the card out of the tray. The 
signals are placed in any of thirty 
classifying positions across the top 
of the card. Cards may be selected 
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by use of the sorting needle either in 
conjunction with or independent of the 
electric selector. Needle selection, 
when these metal tabs are used, is 
particularly adaptable to this equip- 
ment because the cards, after selec- 
tion and use, may be refiled any- 
where (or within the index group- 
ings) in the tray. Metal signals 
may be used, for example, to indi- 
cate the salesmen on customer sales 
records. The metal signals are placed 
in predetermined classifying posi- 
tions along the top of the cards. For 
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instance, position one may be used 
to denote Salesman Brown; posi- 
tion two for Salesman Smith, etc. 
Any time that it becomes necessary 
to select all cards of Smith’s cus- 
tomers, the sorting needle would be 
passed along the top of the cards 


in the tray through the holes in 
metal signals in number two posi- 
tion, and then lifted upward. This 
movement would withdraw from the 
tray all the required cards. After 
use, the cards would be returned to 
the tray at random. 


Use of indexes for group classification within tray 


Further methods of classification 
and grouping available to users of 
the equipment include: 


(a) The use of an individual tray 
for each specific grouping, viz., 
for each letter, or eroup of let- 
ters of the alphabet; or, if nu- 
merical indexing is used, for 
each 1,000 sequence; or accord- 
ing to geographical classifica- 
tion; or any other major classi- 
fication. 


(b) The use of indexes with each 
tray. For instance, instalment 
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accounts receivable cards could 
be classified in each tray behind 
due-date indexes. 


Applications 

The use of this equipment is par- 
ticularly beneficial and economical 
where frequent reference to card 
files is made. It substitutes the 
speed of electricity with its conse- 
quent time saving, for the manual 
labor of finding and refiling records. 
Thus its use is advantageous for 
such card filing systems as are used 
for the following: 
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(a) Instalment payment records 
(b) 
(c) 
(d) 
(e) 


(f) 
(g) Sales records 
(h) Perpetual inventory records 


Accounts receivable records 
Accounts payable records 
Collection records 


Personnel and employment re- 
cords 
Sales prospect controls 


(i) Insurance company records 


A discussion of the operation of 
this equipment by a credit bureau 
may be found in an article in the 
February, 1940 issue of “Credit 
World.” The June, 1940 issue of 
“The Bulletin” of the National Re- 
tail Dry Goods Association contains 
an article discussing an installation 
to handle instalment sales collections. 

An example is given hereunder illus- 
trating briefly an application of the 
equipment. The A. B. C. Company 
with 12,000 customers including 
chain stores and independent retail 
stores handles 25 major products. 
The company required monthly sta- 
tistical reports showing: 


(a) Quantities sold to each chain 
store company, by products, by 
districts. 


(b) Quantities sold to independent 
stores, by products, by districts. 


(c) Quantities sold by salesmen, by 
products. 


The company also required a sales 
record showing calls made by sales- 
men and quantities, by products, in- 
voiced, for each customer. 


All requirements were adequately 
and efficiently fulfilled by the installa- 
tion of two selectors and fifteen card 
trays, with cards. The keyboards 
were aranged to use both alphabeti- 
cal and numerical coding. The fol- 
lowing groupings and classifications 
of cards were made: 
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(a) Cards for each chain store com- 
pany were filed in separate 
trays. 


Cards for independent stores 
were filed in trays by districts. 


(b) 
(c) Metal top signals were used to 
classify all cards by salesmen. 
Chain store cards carried a 
second top signal denoting dis- 
trict. 


The selecting of cards for posting is 
made rapidly and with ease. The 
cards for chain stores were coded and 
cut by chain name and store number. 
Those for independent stores were 
cut by name, city and state. The 
posting of original data, e.g., quanti- 
ties invoiced, is made daily, by first 
sorting the data according to trays 
only, and then selecting the cards 
from each tray according to the data 
to be posted. All postings for a tray 
are completed at one time, and the 
cards are replaced therein at random. 
As posting is constantly up to date, 
the cards are a valuable and informa- 
tive media to the sales department. 


The cards in each tray are segre- 
gated during each month between 
“active” and “inactive” indexes. As 
sales are posted to the cards from 
the beginning of the month, the cards 
are refiled in the tray behind the 
‘active’ index. Then when tabula- 
tions of statistics for the month are 
required, only those cards behind 
the “active” index need be handled. 
The necessary monthly reports are 
readily prepared by merely selecting 
the cards from the trays according to 
the desired classifications, and tabu- 
lating the required information on a 
special type of adding machine. 
After tabulation, the cards are re- 
filed in their trays at random, in 
readiness for selection according to 
the classification demanded for the 
next report. All the monthly reports 
are prepared and are available to the 
executives within a few days after 
the end of the month. 


Electrical Operation of Card Files 


Advantages 


The major advantages of the 
equipment arise from the fact that 
filing and refiling in some _pre- 
arranged sequence is unnecessary. 
Cards may be withdrawn from a 
group classification and after use re- 
filed at random within that classi- 
fication. Hence filing-back time is 
materially reduced. Also cards can- 
not become “lost” because of misfil- 
ing. Any card may be located readily 
by using the selector. Posting opera- 
tions are speedier than with manu- 
ally operated systems: Efficient 
posting of data to a manually oper- 
ated system requires sorting of the 
original data into the same sequence 
in which the cards are kept. With 
electrical selection, this time-con- 
suming sorting is unnecessary, as 
cards may be located at once and 
placed with the data to be posted. 
All posting is done at once and the 
cards refiled back in the trays at ran- 
dom. Operators are able to handle 
more postings and also more refer- 
ences than under the manual filing 
method. Additional advantages ac- 
crue when group indexes are used 
within each tray, or when other 
classification methods, practical be- 
cause of the lack of the need for 
sequence filing, are used. For in- 
stance, if date indexes are used the 
status of instalment collection ac- 
counts would be known almost at a 
glance. Past due accounts would be 
immediately evident. Group indexes 
also permit immediate location of 
cards wanted for any specific pur- 
pose covered by the index classifica- 
tion, without reviewing all the cards. 
Analyses, reports, etc. may be pre- 
pared with an economy of effort be- 
cause classification already exists. 


Other advantages include the eli- 
mination of the need for cross-index- 
ing, duplicate records or tickler files : 
therefore the quantity of records re- 
quired for efficient operation takes 
up less space. When an installation 


is made, no disconcerting upheaval 
occurs, no complex reorganization 
of forms or procedure is required, 
nor does it necessitate the abandon- 
ment of all existing filing equipment. 
Finally the equipment is simple and 
foolproof, and mechanically there is 
little to get out of order. 


Disadvantages 


The advantages of the equipment 
clearly outweigh the few disadvan- 
tages apparent to prospective users. 
It is to be noted that at the present 
time the selector is manufactured in 
one size only, hence the size of card 
usable with the machine is limited 
to a maximum width of eight inches, 
and a height variable from five to 
eight inches. The maximum size is 
generally ample for the majority of 
card file users. The cards are of 
special patented design and there- 
fore may be purchased only from the 
manufacturer of the equipment. 

It may be considered disadvan- 
tageous to have the metal strips at- 
tached to the cards, because of the 
difficulty of their passing through a 
round platen machine. This, how- 
ever, is readily overcome merely by 
arranging the layout of the card so 
that the card is inserted in the type- 
writer or posting machine with the 
metal strip parallel to the platen. 

Any person wishing to refer to the 
card files in the absence of the op- 
erator, particularly if one card only 
is required, needs to have some 
knowledge of the operation of the 
selector. However, its use is simple 
and a few minutes’ instruction and 
explanation would suffice to allow 
anyone to operate the equipment ef- 
fectively. 

Where one selector is used with 
more than one tray of cards, it is 
necessary, in order to find a particu- 
lar card, to place the card tray on 
the selector, select the card, and re- 
place the card tray in its original 
location. This, however, is a matter 
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of seconds, and this disadvantage 
is readily overcome by _increas- 
ing the number of selectors used, 
even to the point of having one 
selector for each tray. 


Conclusion 


It is believed that users of card 
filing systems of 1,000 or more cards 
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will undoubtedly be interested in 
the equipment and its adaption to 
their needs, and their accountants, 
with their practical minds and skep- 
tical outlook on gadgets, will surely 
advise them correctly as to whether 
the equipment can do a better job, 
at less cost, than they are at present 
receiving. 


Intangible Assets 


New York City, under the direction of the Committee on Intangible Assets, 
of which Mr. T. Reginald Cloake is Chairman. Mr. Cloake called attention 
to the fact that Mr. A. S. Fedde, First Vice President of the Society, and 
Mr. Henry A. Horne, a Director, were present and would later address 
the meeting. 


HE papers which follow were presented at a round-table forum meeting 
on the evening of April 3, 1940, held at the Engineering Auditorium, 


Goodwill and the Balance Sheet 


By Freeman H. Davis, C.P.A. 


It is not my purpose to phrase 
another definition of goodwill but 
rather to state my conception of it, 
and to indicate some of the problems 
arising in connection with the ac- 
quisition of this asset and subse- 
quent treatment in the accounts of 
the purchaser. Therefore, I say 
goodwill is the value attached to the 
use of a trademark or a trade name 
and, for the purpose of this discus- 
sion, it is the amount paid for an 
active business involving the owner- 
ship of a trademark, brand, or trade 
name, in excess of the net value 
of all other assets received. 

Frequently the acquisition of a 
business includes the purchase of 
patents as well as goodwill; that is 
to say, there may exist an expect- 
ancy of residual value after the 
patents expire due to the momentum 
given to the business during the life 
of the patent, and this residual value 
is goodwill. Since it is my purpose 
here to discuss the treatment of 
goodwill, usually considered to be 
a non-amortizable asset (for income 
tax purposes at least), I will pass 
over the problem of segregating the 
cost of goodwill from that of the 
patent, with the simple reminder 
that it would be prudent to allocate 
as much of the cost as possible to 
the value of patents acquired in or- 
der to obtain the maximum amount 
allowable for their depreciation. In 
any event, the cost of amortizable in- 


tangible assets such as patents and 
copyrights should always be kept 
segregated in the accounts from the 
cost of non-amortizable intangibles 
such as goodwill and trademarks, for 
the obvious reason of obtaining the 
allowance for depreciation on tax 
returns. Particular emphasis is 
given to this point because the bal- 
ance sheet forms prescribed by vari- 
ous authorities usually group intan- 
gible assets together. 

Although it has been done a good 
many times in the past, I do not be- 
lieve it is a good policy to set up the 
appraised value of goodwill where 
no purchase has been made. I have 
observed many instances where a 
corporation, having been successful, 
feels that such success should be 
exemplified in the balance sheet, and 
proceeds with the business of writ- 
ing up corporate minutes to author- 
ize the recognition of the present 
estimated value of goodwill in fu- 
ture statements. Sometimes this 
step is taken with the idea that the 
value of the corporation’s capital 
stock will be more accurately stated. 
However, such valuations are based 
upon past operations, and should 
future operations prove less success- 
ful, the value once placed on good- 
will is usually forgotten and remains 
overstated. Another point to be con- 
sidered is that such entries may ef- 
fect an increase in taxes in states 


: 
be 
7 
‘ 
we 
33 
i 
iZ 


The New York Certified Public Accountant 


where the amount of capital stock 
and surplus is a factor. 

In cases where an active business 
involving the ownership of a trade- 
mark or a trade name is acquired, 
the purchase price usually includes 
an amount for trademarks, goodwill, 
etc., and oftentimes, as in the case of 
consumer merchandise, the amount 
paid for the intangible value ex- 
ceeds the value of the tangible as- 
sets acquired. In such an instance 
it is quite proper to show the value 
of the goodwill acquired on the bal- 
ance sheet. Since there are several 
methods that may be used in the 
purchase of an active business, it 
may be well to consider what effect 
the different methods of acquisition 
may have in the statement of the 
value of goodwill. 


If the business is acquired by the 
purchase of all outstanding capital 
stock of a corporation by a parent 
company for cash, no alternative is 
provided but to add the excess of the 
purchase price over the net worth 
of the newly acquired subsidiary in 
order to consolidate goodwill, un- 
less, of course, it is immediately 
thereafter charged off to consoli- 
dated surplus. 


Frequently, however, these acqui- 
sitions are accomplished by an ex- 
change of capital stock, that is, the 
acquiring corporation issues addi- 
tional shares of its stock in exchange 
for all the outstanding capital stock 
of the corporation acquired. If the 
acquiring corporation happened to 
be organized several years ago un- 
der laws which permitted it to issue 
no par stock at a stated value with- 
out recognition of any premium that 
might have been received, and it 
followed this procedure, its invest- 
ment in the newly acquired subsidi- 
ary would be understated. This 
would result in an understatement 
of the cost of goodwill and other 
intangibles in the consolidated bal- 
ance sheet. 


The laws of most states, permit- 
ting issue of no par stock, now pro- 
vide that the full amount received 
for the stock may be allocated be- 
tween capital stock and surplus ac- 
counts in any desired proportion. 
This provision, however, affects 
only the capital and surplus ac- 
counts, so that the investment ac- 
count should show the actual cost 
regardless of what is done in divid- 
ing the proceeds between capital 
and surplus. Assuming the acquir- 
ing corporation already has stock 
outstanding, the investment account 
would then be charged with the mar- 
ket value of the additional shares 
issued, and upon consolidating the 
actual cost of goodwill would be 
indicated. 


Corporations coming under the 
jurisdiction of the Securities and 
Exchange Commission have further 
restrictions upon arbitrary state- 
ments of the cost of investments ac- 
quired by issue of additional shares. 
Form 8-A—Item 14(g) stipulates 
the following: “State briefly the 
changes to be effected as a result of 
or in connection with the issuance 
of such securities in the Funded 
Debt, Capital Stock, Surplus and 
Reserve accounts of the registrant, 
and the related entries affecting 
other balance sheet accounts, to- 
gether with a_ brief explanation 
thereof.” Although I know of no 
case where such action was taken, 
I believe it safe to assume in the 
case cited above, in which a corpo- 
ration was permitted to issue no par 
stock at a stated value without recog- 
nizing any premium received, and 
thereby understating, perhaps, the 
cost of its new investment and the 
goodwill contained therein, that the 
Commission would require the regis- 
trant to reflect the actual cost in its 
reports. 

If the acquisition is to be accom- 
plished by a purchase of the assets 
or by a purchase of assets and as- 
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sumption of liabilities by the acquir- 
ing corporation instead of by pur- 
chase of the outstanding stock, a 
different problem is presented. All 
the assets including goodwill are 
acquired for a lump sum as in a 
bulk sale, and there is no continuity 
of ownership as in the case where the 
business is acquired by purchase of 
the corporation’s outstanding shares. 
The new owner is not bound by the 
valuation of assets as carried by the 
old owner. The value of inventory 
may be considered too high because 
of obsolete stock or because of 
changes contemplated by the new 
owner. The plant may have been 
built when costs were extraordina- 
rily high, and its net book value as 
carried by the old owner may be in 
excess of its present value. After 
giving effect to such revaluations of 
tangible assets, the cost of goodwill 
will appear as the excess of the pur- 
chase price over the value of tangi- 
ble properties acquired. 


It has been suggested in A State- 
ment of Accounting Principles pub- 
lished by the American Institute of 
Accountants that “when the stock of 
a subsidiary is first acquired by the 
parent, it should be determined at 
what amounts the parent is valuing 
the tangible and intangible proper- 
ties respectively, and some records 
made which will enable future con- 
solidated balance sheets to be prop- 
erly prepared” (Page 104). If the 
values of tangible assets are adjusted 
in the accounts of the subsidiary 
whose stock has been acquired in 
order to reflect an apportionment of 
part of the excess purchase price 
paid for the stock, then the deter- 
mination of the cost of goodwill is 
no different from the case where the 
business is acquired by the purchase 
of the assets directly. 


The question arises as to the pro- 
cedure to be followed when the value 
of goodwill as carried in the balance 
sheet does not reflect the true cost 
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of this asset. If a corporation has 
used various methods in acquiring 
goodwill the cost may be incorrectly 
stated, as in the case of an acquisi- 
tion in exchange for capital stock 
of no par value, issued and set up 
in the accounts at a value more or 
less than its real value. Obviously in 
such cases it would be better to write 
down the value of goodwill to a 
nominal amount, especially if it 
would be necessary to write up the 
value in order to show the asset at 
cost. 


Another factor to be considered is 
that the actual value of goodwill 
rarely if ever remains constant; it 
either increases or diminishes in 
value after acquisition. The use of 
trademarks and brand names is gen- 
erally accompanied by extensive ad- 
vertising which will frequently in- 
crease the value of the goodwill 
acquired, or prolong its life indefi- 
nitely. But almost every business 
has a limited life, and the same rule 
holds for trademarked or branded 
merchandise. There will come a time 
when the business has reached its 
peak and will diminish. Changes are 
brought about by new discoveries 
and by altered methods of living. 
Sometimes legislation of one form 
or another suddenly deprives a trade- 
mark or a brand name of all value. 
Therefore it would seem to be the 
more conservative practice to write 
down the value of goodwill to a 
nominal amount. 


Objection might be raised to this 
procedure on the grounds that the 
balance sheet will not thereafter re- 
flect the true worth of the business. 
However, I have already indicated 
that the goodwill account will not, 
in most cases, reflect its present 
worth, and the best measuring stick 
for the value of goodwill is the earn- 
ing record. The income statements 
will show what the goodwill is 
worth. True, it may be said that the 
average investor, not versed in ac- 


| 
} 
(2) 
i 
i 
Re 


The New York Certified Public Accountant 


counting procedure and implications 
arising from statements presente, 
might be misled by the disappear- 
ance of goodwill from the balance 
sheet, but usually where the amount 
written off is large, such action is 
preceded by his consent as a stock- 
holder. Furthermore, investor 
who will pay many times the book 
value for a share of stock must know 
he is buying a share of earning 
power, and not merely a share in cor- 
porate assets of a purely tangible 
nature. 

Another problem is_ presented 
when goodwill is attached to the 
brand name of a product that is be- 
ing milked. If the value of goodwill 
has not been written off, it seems to 
me that it should be amortized 
against the income produced by the 
milking operations. To my mind 
goodwill in this case is analogous to 
any other asset that is depleted 
through operations, and if it is not 
charged off against income as con- 
sumed, the result is an overstatement 
of income or a return of investmerit 
in the guise of income. 


It might happen that a corpora- 
tion which had previously written off 
all goodwill might acquire additional 
goodwill which it would be inex- 
pedient to write down at the time. 
In such cases it would seem neces- 
sary to make a footnote to the bal- 
ance sheet to indicate the circum- 
stances, otherwise it would be mis- 
leading to have a poriion of the total 
goodwill carried at cost while other 
goodwill, perhaps of a much larger 
amount, has been charged off. Re- 
ferring again to the publication of 
the American Institute of Account- 
ants—A Statement of Accounting 
Principles—it is said that “When 
actual consideration has been paid for 
goodwill, it should appear on the com- 
pany’s balance sheet Ieng enough to 
create a record of that fact in the 
history of the company as presented 
in the series of its annual reports. 
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After that, nobody seems to regret 
its disappearance when accomplished 
by methods which fully disclose the 
circumstances” (page 14). If acom- 
pany has followed the policy of writ- 
ing off its intangibles, it would seem 
that a charge to surplus for goodwill 
acquired during the current year 
would be a sufficient record of the 
fact of acquisition and the subse- 
quent write-off of goodwill. In other 
words if a corporation, having previ- 
ously written off all goodwill, ac- 
quires additional goodwill, it should 
not be compelled to carry it as an 
asset until the subsequent year be- 
fore writing off, since the published 
surplus statement would give as 
much information in respect to the 
recently acquired goodwill as would 
the balance sheet. 


It might be well at this point to 
give consideration to the entries nec- 
essary to write off goodwill which 
has heretofore appeared in the con- 
solidated balance sheet of a holding 
company and its subsidiaries. If no 
goodwill appears on the balance 
sheets of the individual subsidiaries, 
it means that the goodwill on the 
consolidated balance sheet arises en- 
tirely from the parent company’s in- 
vestment account, and therefore this 
account should be credited with the 
value of goodwill charged off. The 
other side of this entry is a charge 
on the parent company’s books 
against surplus, capital or earned. 
It does not seem proper to write off 
goodwill contained in the parent 
company’s investment account as 
a consolidation adjustment, as it is 
in no way a concomitant part of 
consolidating the accounts of a pa- 
rent company with those of its sub- 
sidiaries. 

If it is desired to write off good- 
will appearing on the books of a 
subsidiary, it must be determined 
whether the write-off is to be made 
against surplus at acquisition, earned 
or capital, or against surplus earned 
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subsequent to acquisition. Any 
charge by a subsidiary reducing net 
worth at acquisition should be ac- 
companied by an adjustment of the 
investment account on the parent 
company’s books, otherwise the 
amount of goodwill written off by 
the subsidiary will reappear upon 
consolidating. Of course, if the 
write-off is made against surplus 
earned by the subsidiary subsequent 
to acquisition, no adjustment of the 
investment account will be neces- 
sary, because the relationship be- 
tween net worth at acquisition and 
investment in the subsidiary remains 
undisturbed. 

Goodwill is an important asset in 
many businesses, frequently being 
the most valuable asset. However, 
today the statement of the value of 
goodwill in balance sheets is fre- 
quently a matter of caprice or cir- 
cumstance. It is a fairly well accep- 
ted practice to indicate the basis of 
valuing marketable securities, mer- 
chandise inventories and fixed assets 
shown on a balance sheet. Accounts 
receivable are generally shown at 
face value, less reserves if required. 
But how often do we see goodwill 
stated at a substantial figure without 
any indication cf the basis of valua- 
tion. The problem is rather simple 
when the goodwill in question is 
attached to a single business, or to 
a single name or product. If good- 
will in this case represents actual 
cost, and it is desired to leave it on 
the books, in preparing the balance 
sheet the basis of valuation should 
be indicated as at cost. 

In a modern business organization 
goodwill may be attached to a multi- 
tude of products through holding 
company operations, a situation that 
greatly complicates the statement of 
the basis of valuation of this asset 
in a consolidated balance sheet. 
Also, experience has shown that the 


goodwill value of some products will 
increase after acquisition while oth- 
ers will diminish, and eventually the 
goodwill value of all products will 
decrease or be extinguished entirely. 

Assuming then that it is desirable 
to write off goodwill applicable to a 
variety of products, how can it best 
be accomplished—by amortization 
against earnings, or by a charge 
against surplus? The objection to 
amortization against earnings is 
twofold; first, there is a lack of a 
suitable basis unless a plan is adop- 
ted such as is suggested in the mon- 
ograph “An Introduction to Corpo- 
rate Accounting Standards” (page 
92). Secondly, there would be a dual 
charge against operations for those 
products, the goodwill value of 
which is being maintained by ade- 
quate advertising and promotion— 
that is, a charge for amortization as 
well as a charge for current adver- 
tising. Certainly if the product is 
being milked the cost of goodwill 
should be amortized against opera- 
tions. In cases which do not re- 
quire amortization against income 
the cost of goodwill should be 
charged against surplus, either in 
one charge upon acquisition, or by 
gradual amortization upon a plan 
that fits in with the general policies 
of the company. However, whether 
the cost of goodwill is amortized 
against income or against surplus, 
or whether it is charged off against 
surplus immediately upon acquisi- 
tion, one fact must be borne in mind, 
and that is that a corporation own- 
ing and operating businesses in- 
volving the ownership of goodwill 
attached to numerous products for 
which they have paid substantial 
amounts must follow the policy of 
charging off goodwill, or else retain 
a sufficient portion of earnings to 
cover depreciation of goodwill if it 
is to survive. 
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Development Expense An Intangible Asset 


By T. Recinatp CLoakgE, C.P.A. 


In the past Development Expense 
has not been very sharply defined, 
and it is doubtful whether a narrow 
definition of it can ever be obtained. 
It is not surprising, therefore, that 
accounting treatment for it is not 
easily determined. It is certainly not 
subject to set standards of account- 
ing procedure, and perhaps more 
than other items for which account- 
ing treatment is sought, each partic- 
ular case and the circumstances sur- 
rounding it must be considered 
individually. 


First, let us discuss the subject 
in a general way and then we will 
be in a position to consider the sev- 
eral examples of Development Ex- 
pense which will follow. It is neces- 
sary, when considering the latter, to 
bear in mind the purposes for which 
the particular expenditures were 
made. 


Generally, the question will arise 
as to whether Development Expense 
is a prepaid expense representing 
expenditures made for the benefit 
of definite future periods, or whether 
it is a deferred charge of a general 
nature representing the capitaliza- 
tion of an intangible quality attrib- 
utable to the business as a whole, 
the benefit of which will last for an 
extensive and indefinite period, per- 
haps even until the termination of 
the concern. To illustrate, we ques- 
tion whether it is similar to a con- 
tract for advertising space paid for 
in advance for one year and allocated 
one-twelfth to each month, or 
whether it is similar to an expendi- 
ture for the distribution of sample 
merchandise, the purpose of which 
is to introduce a new product. The 
latter creates an intangible value in 
a more abstract sense, and closely 
parallels the value which arises 
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when one of our better known in- 
tangibles—goodwill—is purchased. 
Regardless of the accounting treat- 
ment, one should not overlook the 
inter-relationship of intangibles. 

In an article which appeared in the 
JouRNAL oF ACCOUNTANCY in Septem- 
ber 1911, Elijah W. Sells wrote of 
Advertising Expense, and there we 
find a thought which is applicable to 
Development Expense today. Fur- 
thermore, the general accounting 
reasoning which is contained therein 
has continued and is apt at the pres- 
ent time. 

“Tt is not for a Public Accountant, 
or indeed anyone, to make the broad 
assertion on the one hand that Ad- 
vertising is always an asset to be 
carried on the balance sheet of a 
business concern as an investment, 
or on the other hand that it is al- 
ways an expense to be taken care of 
through current operations. It is 
necessary to know the facts and con- 
ditions under which the advertising 
was done, and the relation which 
those facts and conditions bear to 
the capital employed or to be em- 
ployed.” 

Before we discuss those items of 
Development Expense which are en- 
tirely intangible, let us consider a 
case where an intangible develop- 
ment value might be added to the 
cost of a tangible. Costs would be 
occasioned by the developing, per- 
fecting or adapting a newly ac- 
quired machine for a particular pur- 
pose, and might include some re- 
arranging costs, spoiled goods 
charges, etc. Let us assume such 
costs would not result in a patent- 
able device, but would be incurred 
solely for the purpose of having our 
particular machine needs fulfilled. 
Such charges could be properly 
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added to the cost of the machine, 
and would thus result in an increased 
tangible value. 

For our discussion, let us con- 
sider three examples of Intangible 
Development Expense: 


I—Development expense might 
represent the cost of maintaining 
and operating an experimental divi- 
sion or laboratory, the experiments 
of which might result in a valuable 
patent or formula. The accounting 
treatment for the expenses of such 
a department would be dependent 
upon the nature of the concern and 
the purposes for which the experi- 
ments and research were carried on. 
If the business of the concern was 
not that of patent developing, and 
the experimental department was 
therefore incidental to its general 
operations (many concerns have ex- 
perimental laboratories), then that 
department’s cost might be consid- 
ered general or ordinary expense, 
and could be charged to each period’s 
operations. Of course, if a particular 
project was being developed with 
the thought of a patent or formula 
in mind, then the costs should be 
accumulated and added to the cost 
of the patent or formula when ac- 
quired, or expensed at the time the 
project was determined to be a fail- 
ure. The treatment for the develop- 
ment of a particular project is also 
suggested for the patent developing 
concern. 

II—It has been suggested that 
losses incurred during the first few 
years of a concern’s life are in the 
nature of, if not specifically, a De- 
velopment Expense. It is recognized 
that it often takes a considerable 
time to develop a business to a posi- 
tion where it will operate profitably. 
If that is so, it has been further sug- 
gested that such losses represent the 
creation of an intangible value, and 
might be so recorded in the accounts. 
Undoubtedly in the successful con- 
cern some such value has been cre- 


ated, and perhaps that value is analo- 
gous to Goodwill. However, it 
would be far from advisable to re- 
cord such value upon the books. It 
would certainly not be conservative, 
and what is more important, such 
practice might be resorted to in order 
to enable a concern to pay dividends 
out of first earnings, while such 
unamortized development expenses 
remained on the books. Such prac- 
tice would be highly irregular. 


I11]—Our third example should not 
be confused with the second, for in 
this case we shall deal with expendi- 
tures rather than with losses. In 
establishing a sizeable concern it 
may be necessary to make outlays 
for purposes of getting the business 
into efficient operating condition. 
These expenditures are in some 
cases unavoidable, and are necessary 
in laying the foundation for hoped 
for profits. Among such charges one 
might find the expense of an engi- 
neer’s production and routing sur- 
vey,-the cost of a survey of market 
conditions and distribution proced- 
ures, the expense of office planning 
and the establishment of an efficient 
accounting system, etc. It is appar- 
ent that such expenditures will bene- 
fit future periods, and it may be said 
that in some respects they are analo- 
gous to Organization Expenses. In 
a strict accounting sense such ex- 
penses should be allocated propor- 
tionately to the accounting periods 
which will benefit, although real 
difficulty arises when one attempts 
to determine the extent of the period. 
But it is significant to note that the 
enterprise might be unsuccessful, 
and if that is so it could be argued 
that such expenditures did not bene- 
fit any period. For these reasons it 
is prudent that such items be 
charged off within a reasonably 
short time, that is, within a few 
years, or possibly as soon as a suffi- 
cient surplus is available to absorb 
the charges if such surplus were to 
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be created within those first few 
years. 

The above treatise on Develop- 
ment Expense is not meant to be 
exhaustive, but rather to introduce 


the subject for consideration as an 
Intangible Asset. We should re- 
member, however, to be cautious in 
our reasoning, and not let the spe- 
cific case establish the general rule. 


Valuation of Goodwill by the U.S. Board of Tax Appeals 
By A. S. Feppe, C.P.A. 


When it comes to a consideration of 
the capitalizable value of intangible 
assets, usual accounting and general 
business practices as well as perti- 
nent precedents must be given their 
due weight. It is generally held 
that the value of intangibles is de- 
termined by the amount of cash paid 
therefor in any transaction between 
two parties dealing at arm’s length. 
This has been the general rule of 
the Board of Tax Appeals, and many 
precedent cases may be cited such 
as M. Werk & Co., 15 B.T.A. 954, 
American Seating Co., + B.T.A. 649, 
Market Supply Co., 3 B.T.A. 841, 
Rockford Brick & Tile Co., 4 B.T.A. 
313. In one case, namely Goodell- 
Pratt Co., 3 B-T.A. 30, the Board 
cited and placed great weight on 
authorities on accounting matters 
in order to fortify its own position. 
Moreover, it maintained in that de- 
cision that such a cash payment de- 
termined the value of the intangibles 
irrespective of the fact that they 
had been written off the books. 

However, in many cases intangi- 
bles are acquired for a consideration 
which is not so clearly defined. They 
derive their value from peculiar cir- 
cumstances and many factors must 
be considered, although eventually 
a monetary value must be arrived 
at on the basis of a mathematical 
formula. The most widely used for- 
mula is that which capitalizes at 
some rate the excess of average earn- 
ings over normal earnings, normal 
earnings having been calculated by 
applying a suitable rate of return on 
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average net tangible assets. 

As an example, let us assume, that 
the average earnings of a concern 
over a five year period to December 
31, 1939, are $400,000 per annum. 
Deduct 10% on five years’ average 
net assets of, let us say, $2,500,000; 
which is $250,000. Assuming that 
10% on tangible assets represents 
a proper return, the excess earnings 
are attributed to goodwill and 
amount to $150,000. 

If we capitalize goodwill earnings 
at 20%—that is, dividing $150,000 
by .20, or multiplying by 5—we get 
$750,000. At the focal date, De- 
cember 31st, 1939, assuming the value 
of the other assets to be $3,000,000 
net, we will get a total value of 
$3,750,000, which, if there are 20,000 
shares outstanding, will result in a 
value per share of $187.50. 

To further state the above ex- 
ample, it is here shown in schedule 
form: 


Average annual earnings for 


five years to Dec. 31, 1939 $ 400,000.00 
(a) Deduct 10% on five 

years’ average net assets 

OF SZ 250,000.00 
Excess earnings attributed 

HOG $ 150,000.00 
(b) Capitalize goodwill earn- 

ings at 20% (5 times 

Add value of other assets, 

net, at December 31, 1939 3,000,000.00 
Total value for 20,000 shares 

(per share $187.50)...... _$3,750,000.00 


Note: Decrease in rate at (a) increases 
the figure for earnings attributable 
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to goodwill; decrease in rate at 
(b) also increases goodwill value 
by increasing the multiplier or the 
number of years’ purchase. 
it should be noted that a decrease 
in the normal rate of income allow- 
able on the tangible assets will re- 
sult in a greater sum being attributed 
to goodwill. Also, if we capitalize 
goodwill at 10% instead of at 20%, 
or we were to pay 10 years’ purchase 
instead of 5 years’ purchase, the 
resulting goodwill figure will be 
greater. 


Fixed rates have not been deter- 
mined at law, and it is to be noted 
that the Board of Tax Appeals has 
in different cases arrived at different 
rates. A long list of cases which 
have been tried before the Board of 
Tax Appeals has established certain 
rates which may be considered as 
precedents because of the extensive 
experience which that Board has ac- 
cumulated in many cases presenting 
a great variety of circumstances. A 
survey of many of these cases ap- 
pears to establish a normal rate of 
eight per cent on average tangible 
assets, and a rate of 15 per cent for 
the capitalization of excess earnings. 
Those rates were used in the case of 
Herald Despatch Company, + B.T.A 
1096, Schilling Grain Co., 8 B.T.A. 
1048, George R. Kinney Co., 26 B.T. 
A. 1091, and Otis Steel Company, 
6 B.T.A. 358. 


In those cases in which higher 
rates were used, resulting in a lower 


value for intangibles, there are usu- 
ally some particular conditions which 
the Board took into consideration. 
Thus, in the case of Corning Glass 
Works, 9 B.T.A. 771, the rates used 
were ten and twenty per cent respec- 
tively. The Board held that these 
high rates would not ordinarily be 
applicable, but because patents were 
included among the intangibles the 
life of which was not disclosed, the 
higher rates and therefore lower 
values appeared more appropriate. 
In another case, Pennsylvania Cen- 
tral Brewing Co., 9 B.T.A. 264, the 
same rates were used because of the 
effect of prohibition of liquor on the 
company’s business. 


Occasionally the Board has used 
rates of ten per cent and fifteen per 
cent (or nine and sixteen-and-two- 
thirds per cent, which are almost 
equivalent to ten and fifteen in re- 
sult) without specifying any reason 
for the use of those rates. (See W. 
M. Ritter Lumber Co., 30 B.T.A. 
231; Hupfel Co., Inc., 9 B.T.A. 944; 
and Gould Coupler Co., 5 B.T.A. 
499.) Ina recent case, R. E. Baker 
37 B.T.A. 1151, rates of eight and 
twenty per cent were approved. 

In other cases the Board has con- 
sidered earnings succeeding the date 
as of which the valuation was made 
in order to substantiate the value ar- 
rived at by the formula method (see 
D. N. & E. Walter & Co., 10 B.T.A. 
620). 


Intangible Assets of Public Utility Companies 
By Henry A. Horne, C.P.A. 


Mr. Cloake’s suggestion that I 
speak to you about the Intangible 
Assets of Public Utility Companies 
is one that I respond to with great 
diffidence. The whole subject is so 
full of controversey that it is almost 
impossible in a few extemporaneous 
remarks to say anything helpful. 
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Mr. Davis spoke about Good Will 
which, with respect to the public 
utilities, reminds me of the old (and 
trite) story about the farmer who 
was taken to the circus, and to whom 
a giraffe was shown. He is supposed 
to have looked at it carefully and 
critically, and then with conclusive 
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finality pronounced his verdict that 
“there ain’t no such animule”. 

No public utility commission will 
ever admit that a utility company can 
have any such asset as Good Will. 
There has been some judicial dicta 
to the effect that “no monopoly can 
have Good Will’. This has been 
construed by the adversaries of the 
private utilities as an affirmation that 
all utility companies are monopolies, 
and that it is impossible for the courts 
to recognize Good Will in any utility 
company. However, since public 
utility rate cases do get into the 
courts, and since the courts do recog- 
nize that the companies have the 
right to earn a fair rate of return on 
the fair value of their properties, the 
regulatory commissions have come 
to recognize the fact that the com- 
panies do have some intangible as- 
sets, though never in the world would 
they admit that any part of those 
intangible assets could be called 
Good Will. 

The regulatory commissions take 
the position that when a private util- 
ity company is granted an exclusive 
franchise to provide a particular util- 
ity service, and with that franchise 
is given the right to install its service 
equipment in the public highways, 
one of the conditions of such grant 
is, in effect, that the utility company 
surrenders to the state any claim to 
Good Will that otherwise might be 
thought of as a private asset. 


As I said before, the regulatory 
commissions have accepted the fact 
of ownership of intangible assets by 
private utility companies. Gener- 
ally, they have given to such intangi- 
bles the name of “Going Concern 
Value”. There are various ways de- 
vised to determine what amount 
should be recognized as Going Con- 
cern Value. 

One of the most interesting meth- 
ods is that which was generally re- 
ferred to as “the Wisconsin rule”. 
It was in use for a number of vears, 


but has fallen into disuse sitice the 
impact of the New Deal on the pub- 
lic utilities. 


The basis of the Wisconsin meth- 
od was an acceptance of the thought 
that each public utility was entitled 
to earn, if it could, a fair return on 
the fair value of the property which 
it was devoting to the public service. 
Also, it was thought that the com- 
pany might not earn its full fair re- 
turn in the early years of the com- 
pany’s history, or at times when 
rates were reduced (for the early 
period of such reductions), and, ti 
such were the case, that the accumu- 
lated deficiency in adequate return 
should be added to the Rate Base 
and included therein until amortized 
by later earnings. The net amount 
of such accumulated deficiencies was 
commonly referred to as Going Con- 
cern Value. The Wisconsin rule has 
fallen into disuse largely because, 
though basically sound, it was de- 
pendent, for successful application, 
on there being a high-minded and 
very intelligent management of the 
utility companies. When the moral 
and mental qualities of both com- 
pany management and state commis- 
sion regulation came to be chal- 
lenged, the Wisconsin rule was laid 
aside. 

A phrase that has been used in 
rate cases for describing intangible 
assets of public utilities is “Cost of 
attaching the business”. This, of 
course, is only another way of ex- 
pressing the amount by which the 
value of a business that has become 
“a going concern” is greater than 
the value of the mere physical assets 
owned by the business. 


When a business starts cold, there 
must be an expenditure of time and 
money in getting the prospective 
customers acquainted with the busi- 
ness and the service which that busi- 
ness can render; also, there must 
be some time lost in the training of 
the staff as well as in inefficient 


| 
( 
( 
] 
1 
3 \ 
‘ 
t 
I 
i 
1 
€ 
t 
11 
| tl 
| 0: 
tl 


Intangible Assets 


operation until the employees be- 
come accustomed to their work. Dur- 
ing that development period the costs 
of such training and such _ ineffici- 
encies will be reflected in lowered 
earnings, but also they will be creat- 
ing an intangible asset. Many ap- 
praisers have estimated the worth 
of public utility intangibles, des- 
cribed by them as Going Concern 
Value, by different methods of as- 
certaining, or estimating, the cost 
of attaching the business. 

Turning away from the intangibles 
of public utilities and even from in- 
tangible assets themselves, I think a 
few words might be said about Mr. 
Cloake’s comment on the variations 
in the standards proposed for esti- 
mating the worth of intangibles—the 
variations that give rise to the phrase 
“the elastic yardstick”. 

There must be variations in the 
percentage rates used in formulas or 
standards because there are varia- 
tions in economic situations—at dif- 
ferent times, in different places, and 
in different businesses. 

While those percentage rates were 
being discussed here tonight I over- 
heard the gentleman behind me say- 
ing “But that was in 1918”. The 
economic situation of 1918 was very 
different from that of 1928; what 
was a fair rate of return in the earlier 
year might have been excessive in 
the later year. 

An investment in an undeveloped 
country, or part of a country, should 
show a prospect of earning a better 
rate of return than would be the case 
if the investment were made in a 
stabilized business community. 

The man who places his money in 


wildcat mining propositions ought to 
expect a generous rate of return from 
the successful projects. There will 
be plenty of such projects that will 
prove to be total losses. 


In any appraisal of intangibles all 
those matters must be given serious 
consideration. Before deciding on 
the percentage rates to be used in 
the formula, the risks should be esti- 
mated: those peculiar to the particu- 
lar business, those peculiar to the 
geographical or political situation, 
and those attributable to the current 
economic situation. 


Generally speaking, men look over 
the situation and make the best esti- 
mate they can. As Mr. Fedde said 
in effect—there must bé some sort 
of estimation applied to the good 
will or other intangible values of a 
business the ownership of which is 
about to be changed. Businessmen 
are making these estimates every 
day. They may have been giving 
some sort of consideration to certain 
elements of their problem for months 
before the trade is consummated. 
When that happens it may seem as 
though nothing that could be called 
an estimate had been made. But the 
probability is that in some manner 
not clearly apparent the subconscious 
mind has been taking account of 
business risks and economic condi- 
tions, and has reached a conclusion 
that is approximately correct, even 
though it may appear that an elastic 
yardstick has been used. The yard- 
stick has not actually changed in 
length, but the things to be measured 
are of different size in terms of eco- 
nomic time and risk. 


Discussion on Intangible Assets 


A Member: Mr. Davis mentioned 
the acquisition of assets consisting 
of goodwill and patents. He stated 
that it would be well to apportion 


43 


the cost over the two items, namely 
goodwill and patents. Does he have 
any formula or any means of so di- 
viding the bulk cost? 
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Mr. Davis: The cost of patents or 
any other amortizable intangible 
would have to be definitely proven 
in order that an income tax deduc- 
tion be allowed. What is important 
is that many times intangibles are 
grouped together in one account so 
that the amortizable portion is not 
easily determined. I do not know of 
any special formula. A cost when ar- 
rived at may be subject to criticism, 
and should therefore be capable of 
being proved. 


A Member: If money is spent to 
develop a formula, can the cost be 
written off over a period of years, 
or is it a type of intangible that can- 
not be written off for tax purposes? 


Mr. Trainor: Generally the cost 
should be capitalized and then amor- 
tized. There have been different de- 
cisions, however, governing different 
circumstances. 

The cost of a patentable item may 
be accumulated, and when patented, 
amortized over the patent life. If it 
were formula cost without intention 
of patent, then a reasonable basis of 
amortization would have to be de- 
termined. The Commissioner would 
have to be satisfied that the period 
of amortization was reasonable. 


Mr. Cloake: We might further 
consider the purposes of the business 
for which the formula was developed. 
If, for example, the business was that 
of manufacturing, in which a labora- 
tory was maintained where experi- 
ments were constantly being carried 
on, I believe that the expense of the 
department might be deducted each 
year as a regular and reasonable ex- 
pense of running the business. 

If the business was that of patent- 
developing, the answer would be 
different. The cost might then be 
accumulated until either a patent 
was developed, or the project was 
decided upon as a failure. 


A Member: Regarding the valua- 
tion of intangibles, what is meant by 


Mr. Fedde’s remark—“ten per cent 
rule established in New York State?” 


Mr. Fedde: If one owned shares 
of stock in a closed corporation prior 
to January 1, 1919 and sold those 
shares recently, the question would 
arise as to their valuation as of Janu- 
ary 1, 1919. As a taxpayer, one 
could make representations as to that 
value, but the New York State Tax 
Commission would check such claim 
by the rule of ten and twenty per 
cent. They will average the earn- 
ings for five years prior to January 
1, 1919, and they will also take the 
average of the net tangible assets 
for the same period. On the latter, 
ten per cent will be considered as 
normal earnings. Any excess of 
average earnings over the computed 
normal earnings will be considered 
as attributable to goodwill, and will 
be capitalized at twenty per cent, 
or five times the amount of excess. 


A Member: Isn’t ten 
pretty high? 


per cent 


Mr. Fedde: Ten per cent is a high 
return, and therefore it gives a low 
value for goodwill. Capitalizing 
goodwill at twenty per cent is also 
high, and therefore it tends to give 
a low value on goodwill. If you 
were to use precedent of the Board 
of Tax Appeals, you may establish 
in some cases a higher value than 
that allowed by the New York State 
Tax Commission Formula. 


A Member: If there were no earn- 
ings for five years prior to the valua- 
tion of a particular stock, would the 
Government allow one to decrease 
the value of the tangible assets on 
the assumption that the business is 
losing right along? 


Mr. Cloake: A reasonable value 
for the assets would have to be de- 
termined, and such factors as the 
continuation of the business, the ob- 
solescence of the product, etc., would 
have to be considered. There have 
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been cases where the Government 
has accepted a percentage of book 
value based upon appraisal of assets. 
Of course, goodwill should not be 
included because there is none. 


A Member: What treatment 
would be suggested for patents pur- 
chased by a competing organization 
to keep its market free? Would 
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they be capitalized, or written off 
entirely during the year of opera- 
tion? 

Mr. Trainor: I would say that 
they should not be expensed during 
that year, as they are not bought to 
benefit that year alone. They should 
be amortized over the years which 
it is believed they will benefit. 
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Accounting 


HE following is a digest of several papers presented at two round- 

table meetings held on October 25, 1939 and December 6, 1939, in the 
Engineering Auditorium, New York City, under the auspices of the Com- 
mittee on Contractors’ Accounting, of which George Rea was Chairman. 
Papers presented at these meetings were edited by Messrs. Roy M. Abag- 
nale, Herman Jaffe, and Harold S. King, who have assisted Mr. Rea in 
preparing for publication a digest of these proceedings covering various 


phases of Contractors’ Accounting. 


The Preparation of Monthly Statements of Profit and Loss 


There is no fundamental difference 
either in theory or practice between 
the preparation of an annual state- 
ment of profit and loss and a monthly 
statement of profit and loss. The 
monthly statement was chosen for 
discussion because of: (1) its im- 
portance as an instrument of man- 
agerial control; (2) the importance 
of properly determining income and 
cost at frequent intervals is not 
fully appreciated, and (3) because 
the required information is often 
not properly presented. Many ac- 
countants realize and statistics prove 
that the number of failures in the 
contracting industry is rather high. 
That this condition must be due in 
some part to the lack of pertinent 
financial information is generally 
admitted. 

There are two bases for taking 
profits on contracts into profit and 
loss. One goes under the name of 
the annual basis, wherein profits are 
taken as the contract progresses. 
The name “annual basis” was prob- 
ably given because of the emphasis 
generally placed upon the annual 
statement of profit and loss. This 
same basis can be used for taking 
profits into income monthly by short- 
ening the interval at which the 
progress profits are computed. The 
second basis is known as the com- 
pleted contract basis wherein profits 
are withheld from profit and loss 
until the contract is completed and 
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the profit determined with some de- 
gree of finality. The respective 
merits of the two bases were dis- 
cussed at a previous forum and are 
set forth at length in the October, 
1938 issue of THe New York CERTI- 
FIED Pusiic ACCOUNTANT. 

It will be noted that profits only 
have been mentioned in the preced- 
ing paragraph. This was done in- 
tentionally. In view of accounting 
convention that profits should not 
be anticipated and that losses should 
be provided for as they become 
known, it is deemed the best prac- 
tice to make provision for losses on 
contracts by a charge to profit and 
loss as soon as they become definitely 
known or are reasonably contem- 
plated. This applies regardless of 
the basis of accounting (annual or 
completed contract) selected. 

In some contracting businesses, 
conditions prevail where it may be 
inadvisable to use one basis to the 
exclusion of the other. As a matter 
of fact it may be advisable to use a 
combination basis or a combination 
basis. modified in some _ respects. 
This condition is best illustrated by 
the case of a contractor who handles 
both large contracts which require 
years to complete and also contracts 
upon which work is completed in a 
few weeks or months. Under such 
circumstances it may be advisable 
to use the annual basis with respect 
to the large contracts and the com- 


t 
t 
4 a 
h 
t 
p 
t 
te 
b 
il 
b 
a 
is 
it 
tl 
m 
cc 
in 
re 
‘ tf 
to 
fo 
o1 
us 
th 
pr 
ce 
fo 
pr 
ar 
at 
sc 
| ni. 
me 
tr: 
co 
| for 
ap 
me 


Contractors’ Accounting 


pleted contract basis with respect to 
the small contracts. The advantages 
of using this combination basis are 
that profits on the large contracts 
are reflected in the period when they 
are earned, providing the basis is 
properly applied, and that the me- 
chanics of dealing with a large num- 
ber of small partial profits on the 
small contracts before closing the 
books is eliminated. This combina- 
tion might be modified to withhold 
profits on the large contracts until 
they are 50 or 60% completed but 
to provide for losses whenever they 
become evident. 

Whatever basis is selected, it is 
important that each of the monthly 
statements be prepared on the same 
basis. Where a contractor employs 
a combination of the two bases it 
would appear on the surface that he 
is not being consistent. Consistency 
in this case is obtained by applying 
the same treatment to the same set 
of conditions. For example, each 
month profits are taken on all large 
contracts on the annual basis, 
whereas no profit is taken on a small 
contract unless it is completed with- 
in the month. Inconsistency would 
result if during one month the con- 
tractor should apply the annual basis 
to large contracts and during the 
following month apply that basis to 
only a part of the large contracts. 

Regardless of the basis which is 
used it is definitely important that 
the management be notified of the 
profits or losses on the work in pro- 
cess. When a contractor accounts 
for profits on the annual basis, the 
profits and losses on work in process 
are automatically brought to his 
attention through the supporting 
schedules which are ordinarily fur- 
nished with the profit and loss state- 
ment. In order to furnish the con- 
tractor working on the completed 
contract basis with the required in- 
formation, it becomes necessary to 
append to the profit and loss state- 
ment a statistical schedule showing 
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the profits that have accrued on the 
work in process. This may be done 
by computing the profit or loss by 
either of the methods employed for 
accounting on the annual basis as 
stated below. It is assumed that 
losses have been provided for. The 
mechanics of making the required 
entries will be treated later. It is 
only desired to indicate at this point 
that, regardless of the basis em- 
ployed, it is important to compute 
the profit or loss as contracts pro- 
gress. 

The methods of computing income 
may be listed as follows: 


Billings and costs to date 
Cost plus 

Percentage of completion 
Percentage of cost of operation 
Cost accounting 


Billings and costs to date is per- 
haps the simplest method of com- 
puting profits or losses. The process 
consists of subtracting the costs to 
date from the billings to date, the net 
difference being the profit or loss. 
This method may be used advanta- 
geously by a contractor who has con- 
stantly in process a number of small 
contracts which will be completed 
within a few months. A large con- 
tractor may use this method on his 
small, short-term contracts if he 
relies upon personal supervision to 
control them. This method is open 
to the obvious criticism that it af- 
fords no measure of accounting con- 
trol, and it cannot be recommended 
except under the conditions stated. 

In the case of a cost plus contract 
profits are computed by applying the 
agreed percentage of profit to the 
cost of the work or to the billings 
to the date of the balance sheet, de- 
pending upon the method preferred. 
Some cost plus contracts provide 
bonus arrangements whereby the 
contractor is entitled to an addi- 
tional income if the cost is kept 
within a stated limit. Profits under 
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this arrangement may be accrued as 
the contract proceeds in a manner 
consistent with the contract and 
based on any approved method for 
computing accrued income, due re- 
gard being given to the possibility 
that excess costs of the incompleted 
part of the contract may reduce the 
accrued bonus or even cancel it. 

Under the percentage of comple- 
tion method of computing income, 
the percentage of completion of the 
contract as certified by the cus- 
tomer’s architect or by the contrac- 
tor’s own engineers is applied to the 
estimated profits on the work to ar- 
rive at the profit or loss on the con- 
tract. When the percentage of cost 
of operation method is used the per- 
centage which the cost of operations 
to date bears to the total expected 
cost of completing the contract may 
be applied to the estimated profit on 
the contract in order to determine 
accrued profit or loss. The following 
examples illustrate the workings of 
the last two methods: 


% of Completion 
Estimated profit on con- 


Completed as certified by 

Profit to be taken ........ $ 450,000 


% of Cost of Operation 
Estimated profit on con- 


(1) Estimated total cost of per- 
forming contract ....... 8,000,000 
Ratio of (2) to (1)........ 45% 
Profit to be taken ........ $ 450,000 


The same results would be obtained 
if the above percentages were ap- 
plied to the contract price and if 
the resulting amounts were com- 
pared with the costs to date. These 
computations are subject to adjust- 
ment if conditions exist or arise 
which may distort the amount of 
income in any month, as described 
hereinafter. 
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The cost accounting method of 
computing income conforms more 
closely than any of the others to 
industrial accounting practice. Under 
this system determined costs are 
applied to completed units, the net 
difference between the unit billing 
price and such unit costs represent- 
ing the gross income. An example 
of this situation as applied to an ex- 
cavating contract follows: 


No. of yards excavated ....... 10,000 
Cost of excavating accumu- 

Lat cost per yard 30¢ 
Billing price per yard......... 50c 
Profit per yard billed......... 20c 


When this method is employed costs 
must be kept in sufficient detail by 
type of operation to enable the ac- 
countant to determine unit costs 
with some degree of accuracy. 

The type of work done on a con- 
tract does not necessarily dictate the 
method that shall be employed to 
compute its profit. 

The bookkeeping problems involved 
in carrying profits or losses on con- 
tract work in process to profit and 
loss and the balance sheet revolve 
first around the basis of accounting 
used, and secondly, around the in- 
formation available as a basis for 
entries. No entry is made in profit 
and loss under the completed con- 
tract basis until the contract is com- 
pleted unless losses are recognized. 
The entry in the event losses are 
recognized during the course of the 
contract is as follows: 


Dr—Profit and loss...... (A) $xxxx 
Cr.—Reserve for losses 
incurred on contracts 
(to be either deducted 
from work in process 
or carried on right 
hand side of balance 
sheet) 


XXXX 


Upon completion of the contract the 
amount then in the reserve would 


me 


be 
lo: 
( 

Le 
( 
| 
W 

in 

of 

de 
co 
U1 
is 
to 

wi 
fol 
co: 
Sal 
: 
Co: 
I 
(3 
ter 

It 
ten 
dat 
rat 
au 
the 
tri 

col 
ing 
col 

be 

| 


Contractors’ Accounting 


be reversed and shown in profit and 
loss statement as follows: 


Contracts completed (at 


contract price) $xxXXXX 
Less 
Cost of contracts com- 
Net profit or loss.. $xXxXxXXXX 
Less loss heretofore 
charged to profit and 


\Vhen profits and losses are taken 
in accordance with the annual basis 
of accounting, the bookkeeping method 
depends upon the method used in 
computing accruing profits or losses. 
Under methods (1), (2) and (5) it 
is obvious that the costs applicable 
to given billings can be ascertained 
with some degree of accuracy. The 
following simple entries would re- 
cord all the necessary facts. 


Sale—Dr—Accounts receivable $xxx 
For amount of billing 
Cost of Sales— 
Dr—Cost of sales.......... $xxxx 
Cr—Contract work in 
process with determined 


$xxx 


$xxxx 


Profits and losses are ordinarily 
computed in accordance with methods 
(3) and (4) because few contractors 
have the accounts necessary to de- 
termine the costs of completed units. 
It follows, therefore, that any at- 
tempt to relate costs to billings to 
date would most likely be inaccu- 
rate. The bookkeeping entries re- 
auired in reflecting profits under 
these methods would follow the en- 
tries for recording losses under the 
completed contract basis of account- 
ing, due allowance being made, of 
course, for the fact that profits may 
be dealt with instead of losses. 


Adjustments of Gross Income 
and Expenses 


In computing gross income by 
method (4), the accountant should 


make careful inquiry to ascertain 
that the amount of expense incurred 
to date may properly be used to 
calculate the percentage of comple- 
tion. which percentage is to be ap- 
plied to the total contract price or 
anticipated profit to determine the 
amount of income or profit earned 
to date. It may be found that un- 
usual or unanticipated conditions 
have increased the amount of ex- 
pense to date, that extraordinary 
expenses will be incurred in the 
later operations or that other con- 
ditions have arisen to distort the 
percentage of expense to date to 
total expense in relation to the per- 
centage of work which has been com- 
pleted to date. If either of these 
conditions is found, it may be neces- 
sary to make some adjustment of 
one or more factors in order to de- 
termine the true amount of income 
or profit earned to date. 

Similarly, under method (3), a 
study of the expense incurred to 
date may indicate that the antici- 
pated amount of profit may not be 
realized. 

Let us consider a representative 
case using assumed amounts. 


Total estimated cost........ $ 80,000 
Total estimated profit...... $ 20,000 
‘Eotal-cost to datés. $ 20,000 


The cost to date indicates that the 
job is 25% completed and that the 
estimated profit to date is 25% of the 
total estimated profit, or $5,000. 

However, investigation reveals 
that the work completed to date rep- 
resents only 15% of the total work 
to be done, that it should have cost 
(based on the original estimate) 
only $12,000, and that the actual 
cost of $20,000 has been incurred due 
to delays and to increases in mate- 
rial prices. 

Accordingly, we revise our calcu- 
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lation of profit earned to date and to 
our surprise we find this: 


Total Did BICC. $100,000 
Total estimated cost, $20,000 


Probable loss on completion $ 33,333 


Loss to date, 15% of $33,333 $ 5,000 


Thus, instead of a profit of $5,000. 
we find that we have sustained a 
loss of $5,000. 

The same result will be had if we 
apply the percentage of completion 
to the total price of the contract. 


Earned to date, 15% of 


Let us assume that instead of de- 
lays and price changes there was an 
estimator’s error in computing the 
cost of the first section of the work 
constituting 15% of the total, and 
that upon checking the rest of the 
estimate we find it correct. We 
thereupon revise our computation as 
follows: 


85% of original 
estimated cost 
$80,000 


$88,000 
Revised estimated profit.... $ 12,000 


Profit to date, 15% of $12,000 $ 1,800 


Unbalanced Bids 


The proponents of the completed 
contract basis of accounting state 
that the profit cannot be determined 
until the contract is completed and 
that any interim determination of 
profit to date is at best only an esti- 
mate. In answer to this the adher- 
ents of the annual basis hold that 
the present day highly developed 
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methods of accounting enable the 
contractor to determine his profit to 
date at any time with a reasonable 
degree of certainty. This latter 
claim can be true only if there is a 
reasonably uniform relation between 
the costs and billing prices of the 
several parts of the work and, if 
there is not such a relation, the ac- 
countant makes due adjustment 
therefor, except, of course, in the 
case of a cost-plus contract. 

Such a condition faces the ac- 
countant in contracts that are termed 
unbalanced, in which the unit bill- 
ing prices are not in proportion to 
the respective costs of completing 
such units. The discrepancies be- 
tween costs and income on different 
parts of the work may be large or 
small; losses may even be sustained 
in the early or late stages of the con- 
tract. In determining a proper ac- 
crual of income under such a con- 
tract, it should be considered as a 
whole and not as a series of jobs; 
the probable outcome of the contract 
should be calculated and the total 
anticipated profit or loss should be 
apportioned to the several units of 
work on some fair basis, as the num- 
ber of units, estimated labor cost, 
estimated labor hours, prime cost, 
etc., so that each unit of work will 
yield or bear a reasonable share of 
the final result. 

As an illustration of the effect of 
an unbalanced bid upon interim cal- 
culations of profit, we may cite an 
actual case. of a contract taken for 
building a dam. The contractor de- 
cided he was going to let the owner 
of the property finance the opera- 
tions, so a contract was entered into 
for payment for various parts of the 
work on a unit basis, the assembly 
of material, excavation, preparation 
for laying the forms, mixing the con- 
crete, filling in, etc. For each of 
these items of work there was a unit 
bid price. 

The contract ran for five years 
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At the end of the first year, by hav- 
ing set high prices on the prepara- 
tion of the work (excavating and 
laying forms which were completed 
in the first year), the contractor got 
his entire profit out of the contract. 
The unit prices on the other parts 
which were yet to be completed dur- 
ing the remaining four years were 
at approximate cost, so that he just 
turned over his money month by 
month during the remaining four 
years. 

At the end of the first year, the 
contractor had earned, on the dif- 
ference between his cost and _ his 
billings, a profit of $2,300,000. He 
did not expect to make one cent of 
profit during the remaining five 
years. How much of that $2,300,000 
should he have taken into profit and 
loss? 

From one point of view, the con- 
tractor would be justified in taking 
all of his profit in the first year. In 
this case as in many other contracts, 
the work consists of a series of op- 
erations; the costs of each, the bill- 
ing prices and the resultant profits 
are readily determinable. Further- 
more, the equipment used in exca- 
vation and in the preparation of 
erecting the forms was to a large 
degree different from that used later 
in mixing and pouring the concrete. 

The contractor chose to report his 
taxable income on the completed 
contract basis, therefore he had no 
need to allocate the profit to the 
several years, although he had ex- 
cellent cost records. In his finan- 
cial statements he reported the profit 
in the first year, but conservatively 
spread his dividends over the five 
years on an arbitrary basis, thereby 
in effect providing a reserve for pos- 
sible losses in later years from causes 
beyond his control. 


Such a method of accounting 


would show no apparent profit from 
the use of equipment and capital in 
the later operations and would show 


on 


an undue amount of profit in rela- 
tion to the equipment and capital 
used in the first year. Were all the 
profit to be taken in the first year, 
it would seem to be the duty of the 
accountant to qualify his report on 
the financial statements of the sev- 
eral years in which the dam was 
constructed and explain the cause of 
the disproportionate results in the 
several years. 


As stated before, the contract 
should be considered as one opera- 
tion rather than a series of opera- 
tions. The $2,300,000 profit was 
earned by the construction of the 
dam, not by excavating for it, and 
should be spread over the entire 
period. 


On what basis shall the profit be 
apportioned? Several have already 
been mentioned in connection with 
the description of methods of com- 
puting income. They well- 
known to accountants who have a 
like problem in the apportionment 
of costs and of burden to products. 
Among them are labor hours (that 
is, the percentage of the number of 
labor hours applied to the work com- 
pleted to the total anticipated labor 
hours of the whole contract), cost 
of labor, units of work, cost of labor 
and materials employed (prime cost). 
It is not necessary for us to explain 
the effect, advantages and disad- 
vantages of the several methods. 
The one to be used is the one which, 
in the accountant’s opinion, most 
nearly represents the conditions un- 
der which the work is being done. 
For example, if approximately the 
same number of labor hours are 
employed per unit of work done in 
the several operations, but higher 
rates of labor are paid in some opera- 
tions, labor hours is not a representa- 
tive basis of apportionment; cost of 
labor would seem to be a better one. 
Again, the materials placed in cer- 
tain operations may require a larger 
percentage of administrative effort; 
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this fact should not be overlooked. 
Accordingly it may be desirable in 
some cases to weight certain factors 
or to weight the representative fac- 
tors in certain operations 

Above all, it is essential that the 
method applied shall be practical, not 
involving unnecessary compilation 
of details or minute computations 
which do not yield substantial varia- 
tions in the cost of certain elements 
corresponding to their relative im- 
portance and value. 

In this connection, it may be said 
again that even if there is no unbal- 
anced bid there may be conditions 
which make it desirable to apportion 
a greater part of total cost or of total 
profit to certain operations. These 
conditions, as stated above, forbid 
the use of any one method of ac- 
counting for interim profits. The 
terms of each contract and the con- 
ditions under which the work is car- 
ried on should be studied and the 
method of accounting that best re- 
flects actual results should be ap- 
plied. 


Inadequate Accounting Data 


The accountant may find himself 
at work on financial statements in 
support of which there are inadequate 
records. For example, a small con- 
tractor does not keep a record of 
the costs of his several contracts 
and makes estimates of his work in 
process at the year end. 

When this condition exists, it is 
probable that the contractor uses 
method number (1) in computing his 
income monthly, the use of total 
billings and total costs to date, and 
in order to make what he deems to 
be a more accurate accounting at the 
year end he sets up an inventory of 
work in process at an estimated 
amount. This condition does not fall 
within the scope of the subject, the 
preparation of monthly statements 
of profit and loss, but having been 
submitted to the forum and answered 
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there, it is brought into this paper. 

What is the accountant to do at 
the year end to satisfy himself of the 
reasonableness of the contractor’s 
estimate? 

First, the accountant should rec- 
ommend that his client install a job 
ledger and a cost ledger; without 
them, both the client and the ac- 
countant are compelled to guess and 
guessing is not an acceptable method 
of accounting. 

Even under the conditions stated, 
there ordinarily will be found some 
records as a check on the estimate. 

The computation of the estimate 
is available (unless the contractor 
has indeed only guessed) and its de- 
tails should fit in to some extent with 
other records. 

Nearly every contractor has some 
form of progress report. The ac- 
countant and the contractor’s engi- 
neer together can work out data 
showing the percentage of comple- 
tion of the work done, possibly even 
compile statements of the costs of 
labor and of materials purchased and 
placed. 

Again, the contractor must main- 
tain some kind of payroll record, not 
only as a basis for paying his men 
but for the purpose of the federal and 
state taxes on payroll. The super- 
intendent and the accountant to- 
gether can break down the payrolls, 
by jobs if necessary, and by the 
several operations in each job, thus 
making it possible to compute the 
labor cost of completed and incom- 
pleted parts of the work. The super- 
intendent can also verify the quan- 
tities of materials used. 

The accountant has another help- 
ful condition in that he is doing his 
work some time after the bal- 


ance sheet date and work on the sev- 
eral jobs will have advanced farther 
toward completion. The contractor’s 
estimate and the engineer’s and su- 
perintendents computations can be 
checked against the status of the 
work as it can then be seen. 
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Together, these calculations and 
computations should afford a very 
close check on the estimate or give 
the accountant something more ac- 
curate to substitute for it. If not, and 
a formal report is to be rendered, 
the accountant should make a very 
strong exception as to the condition 
of the records underlying the finan- 
cial statements. 


Basis of Accruing Income 

Unlike the ordinary sales contract 
in which title passes when merchan- 
dise is delivered and a bill is there- 
upon rendered by the seller or pay- 
ment made by the purchaser, in the 
contracting business the owner (the 
party for whom the work is being 
done) ordinarily certifies through his 
engineer to the amount that he has 
accepted and for which he is willing 
to be billed or to make payment. To 
illustrate: in the case of a sewer be- 
ing built for a city, the city employs 
engineers who issue a certificate or 
estimate of the number of lineal feet 
that have been completed (if that is 
the unit price basis) and the amount 
payable by the city at the rate per 
foot stated in the contract. That esti- 
mate often constitutes the bill of the 
contractor to the city. In some cases, 
a formal bill is rendered on the con- 
tractor’s billhead for the amount of 
the estimate. In other cases the esti- 
mate is the basis for a journal entry. 
The exact procedure will be deter- 
mined by the form of the contractor’s 
records. Upon receipt of his copy 
of the estimate, the contractor should 
set up the amount as an account re- 
ceivable and credit income. 

While it is customary for the ac- 
countant to accept the owner's engi- 
neer’s estimate as the basis for 
accruing income, that estimate at 
times may not be available. In that 
case, the contractor’s or his engi- 
neer’s estimate may be accepted, pro- 
vided that the accountant uses a 
reasonable amount of care in scrutin- 
izing such records as are available to 
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satisfy himself that it is a reasonnble 
estimate. He may then further pro- 
tect himself by stating that the basis 
on which income is accrued is “as 
stated and estimated by the manage- 
ment’. Anyone reading the state- 
ment will know that the amounts 
submitted were not based on an in- 
dependent engineer’s appraisal. 

The year in which the income 
should be reported in the financial 
statements depends upon the method 
of accounting which the contractor 
has adopted. If it is the annual 
method, he should take into income 
all estimates that cover the work 
done by the contractor during the 
year. If an estimate is dated January 
10, 1940 and is received by the con- 
tractor on January 15, 1940, and it 
certifies to work done in December, 
1939, the amount of that estimate 
is income for the year 1939. If the 
estimate certifies to work done to 
and including January 10, 1940, and 
the previous estimate certified to 
work done to December 10, 1939, the 
contractor may either take the Jan- 
uary 10, 1940 estimate into income 
for the year 1940 or he may under- 
take to apportion it to 1939 and 1940 
respectively upon some fair and 
practicable basis. 


Costs 


The cost of contracts should be 
accrued accurately and fully. It is 
needless to say, but it nevertheless 
bears repetition, that a definite 
theory of what constitutes cost 
should be established for every 
organization, for on this theory de- 
pends the reasonableness of the 
amounts of gross profit on contracts 
and of work in process in the balance 
sheet. Such items as depreciation, 
insurance, unemployment and social 
security taxes, bond premiums, in- 
juries and damages and overhead, 
are treated differently in the ac- 
counts by different organizations. 
In some cases they are charged as 


53 


4 
= 
1e 
»b 
at 
id 
Tal 
d, 
e 
or 
h 
n 
rt 
n 
= 
2 
e 
e 
- 
- 
x q 
| 
= 


The New York Certified Public Accountant 


direct costs of operations, and in 
others as overhead. The treatment 
of such items should be consistent in 
each organization. Some contrac- 
tors prorate all overhead expenses 
during the period under review, 
while others apply them on a fixed 
percentage basis. Whatever the rea- 
son for the inclusion or exclusion of 
any such item, consistency is essen- 
tial if there is to be an intelligent 
presentation of the results of opera- 
tions. 

Materials is an item illustrative of 
the need of accuracy in accounting. 
The amounts charged as costs of 
operations should be the cost of ma- 
terials in place, not materials pur- 
chased. Exception may be made pos- 
sibly under the completed contract 
basis and in method (1), billings and 
costs to date, yet in these cases an 
accurate accounting is needed if the 
contractor may be assured that a 
debit balance in his work-in-process 
account does not represent a loss. 


Retained Percentages 

Some accountants are confused in 
their treatment of retained percent- 
ages. Theseare of two kinds. The 
first is the almost general retention 
by the owner of a part of each “esti- 
mate” as a guaranty of fulfillment of 
contract, which is ordinarily paid to 
the contractor with the last “esti- 
mate”. 

The second kind is a percentage of 
the total contract price retained by 
the owner after completion of the 
contract either as a zuarantee of the 
quality of the work for a dennite 
period of time or because the con- 
tractor, in accordance with the terms 
of his contract, may be required to 
maintain the completed project in 
good order for a stated length of 
time. 

It is good practice for the contrac- 
tor to set up the full amount of his 
requisition or the “estimate” as an 
account receivable, including the re- 
tained percentage, and to credit the 


income account with the same 
amount. He may, if he so sees fit, set 
up the retained percentage in a sepa- 
rate account or as a separate item 
in the account with the owner. 

If there should be retained per- 
centages receivable which will not 
be paid by the owner within one 
year, they are not current assets. 
They should be reclassified in the 
balance sheet as non-current assets. 


If the contractor is obligated to 
make good defective work or to 
maintain the work in good condition 
after completion of construction, 
such as, maintain a road for a stated 
period, and a part of the contract 
price is withheld for such period, he 
should set up a reserve for the 
amount withheld or for such other 
amount which according to his ex- 
perience he may be called upon to 
expend. Upon fulfilling his post— 
construction obligations, and having 
received payment of the retained 
percentage the balance in the reserve 
may be restored to profit and loss 
or earned surplus. 


When Is a Contract Completed? 


Is a contract deemed to be com- 
pleted when it provides for the own- 
er’s retention of a part of the price 
of the contract as a guarantee of 
maintenance or against contingen- 
cies? 

The answer is, yes. The contract 
provides for the construction of a 
specified structure or the perform- 
ance of a stipulated volume of work 
such as dredging or grading. When 
that work is done, the contract is 
completed, and the contract price has 
been earned. Completion is attested 
by the issuance by the owner’s engi- 
neer of the final estimate showing 
that 100% of the work called for by 
the contract has been done. The 
expense incurred to that date plus a 
reasonable provision for mainte- 
nance and contingencies under the 
contract is its cost. 


~ 


t 
1 
I 
s 
n 
a 
| 
y 
n 
il 
a 
a 
et 
tl 
a 
tl 
tl 
ib 
b: 
tl 
C1 
Ww 
tr 
: ea 
54 


Contractors’ 


Is Work in Process an Asset, a De- 
ferred Charge or Deferred 
Income? 


It is axiomatic that the statement 
of profit and loss shall tie into the 
balance sheet, not only as to surplus 
but also as to work-in-process if 
there be such an item. If net profit 
is computed by method (1), billings 
and costs to date, or by method (2), 
the cost plus basis, there is ordi- 
narily no balance of work-in-process. 
If accounting is made on the com- 
pleted contract basis or on an annual 
basis that apportions the cost of 
operations to completed and incom- 
pleted portions of the work, there 
is a work-in-process balance repre- 
senting at least the calculated part 
of the cost of operations to date not 
chargeable to profit and loss. 

The contractor’s bookkeeper may 
not make an entry monthly crediting 
work-in-process and charging profit 
and loss, but it is preferable that he 
should do so, and certainly at the 
year-end (unless on the completed 
contract basis) in order that his ac- 
counts shall agree with the corre- 
sponding items in the financial state- 
ments. 

Many bookkeepers credit the bill- 
ings to the account to which the cost 
of operations is charged. There is an 
advantage in having a separate ac- 
count for income as there are credits 
arising from returns, adjustments, 
etc., as well as from billings. For 
the purpose of this paper, the bal- 
ance in work-in-process account is 
the difference between billings and 
the net costs of operations after ad- 
justment for unbalanced bids or 
unusual conditions affecting costs or 
profit. In accounting on the annual 
basis, under methods (3) and (4) 
there may be either a debit or a 
credit balance, depending upon 
whether or not the billings to date 
exceed the percentage of total con- 
tract price apportioned as the amount 
earned. 


Accounting 
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A debit balance is a current asset 
representing the cost of uncompleted 
parts of the work, presumably soon 
to be billed to the owner, and cor- 
responding to the inventory of an 
industrial enterprise. Some account- 
ants deem it to be a deferred charge; 
no criticism is to be levied thereat, 
but it is better practice, in our 
opinion, to recognize it as a current 
asset. 

A credit balance is deferred in- 
come, representing the amount billed 
in excess of that earned, to be taken 
into profit and loss in a succeeding 
period. 

Under method (5) also there may 
be a debit or a credit balance, de- 
pending upon whether or not the 
cost of incompleted parts of the 
work exceeds the amount of de- 
ferred income if any. The resultant 
debit balance is a current asset and 
a credit balance is deferred income, 
but the financial statements are 
more informative if the full cost of 
incompleted units be shown as an 
asset and the full amount of deferred 
income appear on the credit side of 
the balance sheet. 

On the completed contract basis, 
there is ordinarily a debit balance 
in the early months of operations by 
reason of the cost of assembling 
equipment and materials and other 
preliminary expenses. This debit 
balance is a current asset if the con- 
tract will be completed within a 
vear; if not, it is a deferred charge. 
Some contractors prefer to show it 
always as a deferred charge. 

In due course, total billings ex- 
ceed total cost if the contract proves 
to be a profitable one and a credit 
balance appears which is deferred 
income. 

As stated above, it is as important 
that the costs of operations and bill- 
ings be analyzed when accounts are 
kept on the completed contract basis 
as it is under the annual basis in 
order that the contractor may not 
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remain ignorant of the results of 
operations. If the contract is a losing 
one, the portion of work-in-process 
account representing a loss is cer- 
tainly not an asset. It should appear 
in the balance sheet as a deferred 
charge if there is a reasonable ex- 
pectancy that it will be absorbed by 
later profits on the same contract, if 
there is no such expectancy, the loss 
should be charged to profit and loss 
under the conservative principle that 
losses are to be taken as and when 
realized. 

To summarize briefly : the method 
used to prepare interim statements 
should be that on which the annual 
statements are prepared; a method 
of accounting best adapted to each 
contract should be used even if it 
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seems to subject one to the charge 
of inconsistency in having more than 
one method of accounting ; accuracy 
is as essential to the interim state- 
ments as to the annual statements, 
for control may be exercised by the 
interim reports whereas the annual 
reports too often depict adverse con- 
ditions too late to enable the con- 
tractor to do more than “salvage the 
wreck’. This leads to the conclusion 
that, to the extent that the volume of 
work and of cost of operations may 
justify, the books of account should 
show the unit costs of the several 
parts of the work, (method (5) ), 
these units costs being determined 
monthly, or even at shorter intervals 
if needed to afford an adequate con- 
trol over operations. 
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FULL-TIME 
Bookkeeping Machine 


In less than a minute, the operator of a National Type- 
writing-Bookkeeping Machine can remove the stop bar 
and replace it with another which adapts the machine to 
a different bookkeeping or accounting job. 

This flexibility means that accounts receivable, accounts 
payable, payroll, stock record, and general ledger work can 
all be done on the same machine where volume permits. 

See a demonstration of this machine at our local office 
and prove to yourself that the National Typewriting- 
Bookkeeping Machine is flexible and complete enough to 
handle the most complex bookkeeping job or the simplest 
listing work, 


The National Cash Register Company 


DAYTON, OHIO 
Cash Registers © Typewrifing-Bookkeeping Machines Posting Machines Analysis 
Machines e Bank-Bookkeeping Machines Ad Check-Writing and Signing Machines 
Postage Meter Machines e Accounting Machine Desks e Correct Posture Chairs 
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PEACE OF MIND comes from the knowledge that with proper care cancer in 
its early stages can be cured. 


PEACE OF MIND comes with the assurance that proper care and treatment 
is being administered. 


PEACE OF MIND comes when a suggested physical examination reveals no 
trace of a long suspected cancer. 

Helping thousands of frightened people to regain their peace of mind... this 
is one of the most constructive services of the New York City Cancer Com- 
mittee of the American Society for the Control of Cancer. 

YOUR peace of mind will be helped by your support of the Committee’s 
work through the purchase of its labels. Mail your dollar today. You will 
receive a book of package labels and the Quarterly Review, and you will 
share in a vital service. 


NEW YORK CITY CANCER COMMITTEE 


of the American Society for the Control of Cancer 
130 East 66th Street, New York, N.Y. 
For the enclosed $1.00 please send me a supply of your package labels and in addition the Quarterly Review. 


name 


street 


state. 


city 
If you live outside of the Metropolitan area, write for labels to the national office— 
American Society for the Control of Cancer, 350 Madison Avenue, New York, N. Y. 
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